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DEPARTMENTS OF VETERANS AFFAIRS AND
HOUSING AND URBAN DEVELOPMENT AND
INDEPENDENT AGENCIES APPROPRIATIONS
FOR FISCAL YEAR 2003

WEDNESDAY, MARCH 6, 2002

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 9:35 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Barbara A. Mikulski, (chairman) pre-
siding.

Present: Senators Mikulski, Kohl, Johnson, Bond, Shelby, Craig,
Domenici, and Stevens.

DEPARTMENT OF VETERANS AFFAIRS

STATEMENT OF HON. ANTHONY J. PRINCIPI, SECRETARY OF VET-
ERANS AFFAIRS

ACCOMPANIED BY:
FRANCES M. MURPHY, M.D., ACTING UNDER SECRETARY FOR
HEALTH
ROBIN HIGGINS, UNDER SECRETARY FOR MEMORIAL AFFAIRS

GUY H. MCMICHAEL, III, ACTING UNDER SECRETARY FOR BENE-
FITS

D. MARK CATLETT, PRINCIPAL DEPUTY ASSISTANT SECRETARY
FOR MANAGEMENT

JAMES W. BOHMBACH, CHIEF FINANCIAL OFFICER, VETERANS
BENEFITS ADMINISTRATION

DANIEL TUCKER, DIRECTOR, BUDGET AND PLANNING SERVICE,
NATIONAL CEMETERY ADMINISTRATION

VINCENT BARILE, DEPUTY UNDER SECRETARY FOR MANAGE-
MENT, NCA

NORA E. EGAN, CHIEF OF STAFF
TIM S. McCLAIN, GENERAL COUNSEL

MAUREEN P. CRAGIN, ASSISTANT SECRETARY FOR PUBLIC AND
INTERGOVERNMENTAL AFFAIRS

JOHN A. GAUSS, ASSISTANT SECRETARY FOR INFORMATION AND
TECHNOLOGY

DENNIS DUFFY, PRINCIPAL DEPUTY ASSISTANT SECRETARY FOR
POLICY AND PLANNING

ELIGAH D. CLARK, CHAIRMAN, BOARD OF VETERANS’ APPEALS

JOHN OGDEN, CHIEF CONSULTANT, PHARMACY BENEFITS MAN-
AGEMENT STRATEGIC HEALTH GROUP
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ART KLEIN, DIRECTOR OF BUDGET OFFICE, VETERANS HEALTH
ADMINISTRATION

JIMMY NORRIS, CHIEF FINANCIAL OFFICER, VETERANS HEALTH
ADMINISTRATION

JOHN R. FEUSSNER, M.D., CHIEF RESEARCH AND DEVELOPMENT
OFFICER, VETERANS HEALTH ADMINISTRATION

LAURA MILLER, ASSOCIATE UNDER SECRETARY FOR HEALTH,
VETERANS HEALTH ADMINISTRATION

GORDON MANSFIELD, ASSISTANT SECRETARY FOR CONGRES-
SIONAL AND LEGISLATIVE AFFAIRS

RITA A. REED, DEPUTY ASSISTANT SECRETARY FOR BUDGET
RICHARD J. GRIFFIN, INSPECTOR GENERAL

OPENING STATEMENT OF SENATOR BARBARA A. MIKULSKI

Senator MIKULSKI. Good morning, everybody, to the Sub-
committee Veterans, Housing, and other Independent Agencies. We
will come to order.

Today we have the opportunity to listen to Mr. Secretary An-
thony Principi, to present to us the appropriations request from the
administration on behalf—on behalf of the administration for the
Department of Veterans Affairs.

This is a wonderful day in the sense that we welcome you, Mr.
Principi

Mr. PrincipI. Thank you.

Senator MIKULSKI [continuing]. An old and dear friend. And it is
also Senator Bond’s birthday.

And I am not going to tell any more. But, Senator Bond, you
know we, on the committee, love you. You know, we Democrats are
just crazy about you.

You are our little muffin here today.

Senator BOND. Thank you very much.

Senator MIKULSKI. That is just about the calorie count you and
I are supposed to have for all

Senator BOND. I can only eat a quarter of it.

Senator MIKULSKI. I know you are—kind of a caffeine-kind of
guy.

Senator BOND. Yes, yes.

Senator MIKULSKI. No one ever thinks you are decaf; that is for
sure.

Senator BOND. No.

Senator MIKULSKI. But let me also present this to you this morn-
ing and just say, Senator Bond, you are the cream in my coffee.

Senator BOND. Thank you. I am deeply honored. Thank you.

Senator MIKULSKI. Now are you not glad we have gotten in a
good mood to talk to you?

PREPARED STATEMENT

Really, Senator Bond, you know that I think the world of you.
And I really enjoy so much our collegial relationship. And I would
like to take this time to wish you a happy birthday and lots of good
health and may you get all of your birthday wishes, including the
very, very best allocation for our subcommittee.

[The statement follows:]
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PREPARED STATEMENT OF SENATOR BARBARA A. MIKULSKI

I am very pleased to welcome VA Secretary Principi to the Subcommittee. It is
appropriate that we are beginning our 2003 process with Secretary Principi, because
keeping our promises to our nation’s veterans is this Subcommittee’s highest pri-
ority. We look forward to another productive year working with Secretary Principi
and his team.

My goals for this hearing are two-fold. First, we must ensure that the 2003 budget
keeps the promises we made to our veterans. And second, we must make sure the
VA is a good steward of taxpayer dollars—so that our veterans and the American
people get the most for their hard earned money.

The budget requests $57 billion for veterans’ benefits and services: $29 billion for
entitlements, and $28 billion for discretionary programs that are under this Sub-
committee’s jurisdiction. This is a $3 billion increase in discretionary funding over
2002.

Promises made must be promises kept.

This year’s request for medical care is $25.5 billion—a $2.6 billion increase over
2002. It includes $1.5 billion that the VA expects to collect from third-party health
insurance and co-payments from veterans, as well as $800 million in retirement li-
ability accruals as proposed by the Administration.

So by our math, the real increase in VA medical care over 2002 is $1.4 billion—
excluding collections and accruals.

In the last three years, the Subcommittee has provided large increases for medical
care—$1.7 billion in 2000, $1.3 billion in 2001, and $1 billion in 2002, to encourage
more veterans to enroll in the VA system, and to provide them with the medical
care they deserve. At -a time when high private health insurance and prescription
drug costs are really straining our elderly on fixed incomes, we can only expect that
the Subcommittee will be urged to continue these increases.

’Il‘hat is why I am very concerned about two major issues affecting veterans’ med-
ical care.

First, I am perplexed and perturbed that the VA tells us it has a $400 million
shortfall in 2002. The VA-HUD Subcommittee provided $350 million above the
President’s request for VA medical care to ensure that promises made to our—our
nation’s veterans can count on the Subcommittee to keep promises. But the Sub-
committee needs to be able to count on the VA to provide accurate budget estimates,
and I am now very concerned about the VA’s ability to count.

Second, I am very troubled about a proposal in this budget to require certain vet-
erans to pay a $1,500 deductible for medical care. VA tells us that most of our “Pri-
ority 7” veterans—those who are not disabled as a result of their service, and who
make more than $24,000 per year—have private insurance that will pick up the tab.
But that doesn’t mean much to the veteran who was lucky enough to avoid being
injured in battle, and who now makes a hard earned living in a small business that
doesn’t provide him with health insurance.

I am very concerned that a $1,500 deductible will leave some veterans without
any health care at all. Especially in today’s climate—where the private sector is ab-
dicating its responsibility so frequently—we must protect those who use the VA sys-
tem as a safety net. There are many flaws in this deductible proposal, but the worst
is that VA can’t tell us for certain how many veterans it will effect, because it has
a dismal performance of collecting insurance information from our veterans. We
have many concerns about the $1,500 deductible proposal, and I hope Secretary
Principi can answer our tough questions.

Instead of proposing deductibles to shift the healthcare burden onto our veterans,
the VA should be finding ways to improve what our veterans and taxpayers are
owed from private insurance companies. We need to do more in this area, and I
want to know what the VA is doing to ensure that our veterans and taxpayers get
what they are owed.

We understand that collections from veterans will also increase because the pre-
scription drug co-payment has been increased from $2 to $7. Many of my veterans
in Maryland have been surprised by this increase, and I would like to know how
the VA decided on $7, and if there are plans to make further changes the copay-
ment.

Also in the area of prescription drugs, I believe that the VA can provide us with
some very valuable lessons learned as we continue to look for a Medicare prescrip-
tion drug benefit. The VA spends almost $3 billion each year on drugs, and its ben-
efit program could serve as a model for the future. I'd like the Secretary to tell us
about the benefits that VA provides and how it develops its formularies so that we
can build upon this expertise.
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On the other hand, unfortunately VA still has a way to go on waiting times. Vet-
erans still have to wait too long to see a doctor.

And on the benefits side, while the VA has made progress in reducing its claims
processing time, 165 days is still unacceptable. I know Secretary Principi wants to
reduce processing time to 100 days by 2003, and I am interested in learning how
he plans to do this.

Finally, I also want to be sure that the VA is taking care of its own caregivers.
A recent Gallup poll found that nursing is the most respected profession in the
United States. Yet this country is facing a nursing shortage that we’re working hard
to address. I’d like to know what VA is doing to recruit, retain, and improve working
conditions for its nurses.

Again, I welcome Secretary Principi to his second appearance before the Sub-
committee and I look forward to hearing his testimony.

Senator MIKULSKI. With that, Mr. Principi, why do you not go
ahead and proceed with your testimony?

STATEMENT OF ANTHONY J. PRINCIPI

Secretary PRINCIPI. Thank you, Madam Chairwoman.
Senator Bond, Senator Johnson, it is a great pleasure to be with

ou.

And I, too, wish you a very, very happy birthday, Senator Bond.
It is always good to come up here on birthdays.

I am very pleased to have this opportunity to present our budget
request to you and am grateful to the President for his support. We
are requesting $58 billion for veterans’ benefits and services, $30.1
billion for entitlement programs, and $27.9 billion for discretionary
programs; an increase of $6.1 billion over our 2002 enacted level.

Let’s look specifically at our medical program. First, I think it is
important to back out accounting transfers, so that the budget pro-
posal does not appear to include any smoke and mirrors or in-
creases due to a proposed deductible. The real apples-to-apples in-
crease is 7 percent for medical care, a $1,570,000,000 increase. I
will talk a little bit more about that increase and the challenges
we face in health care.

Next, we are requesting an increase of $17 million for burial
services, a $94 million increase for our Veterans Benefits Adminis-
tration to continue the great work that our people are doing in re-
ducing the claims backlog, and a $64 million increase for capital
programs. We have a robust medical research program. We are re-
questing an increase that would bring our appropriation to $409
million. Combining our $401 million subsidy from medical care
funding with the funds we receive through grants from universities
and other Federal agencies with our appropriation, we will have a
$1.46 billion program in medical research that we are very, very
proud of.

VA’S MEDICAL CARE PROGRAM

With the funds allocated for medical programs, members of the
committee, we will be able to treat nearly 4.9 million veterans in
the coming fiscal year. That is a 3.3 percent increase over fiscal
year 2002. But it does not tell the whole story. Clearly, we have
seen such a phenomenal growth in workload over the past several
years. The growth has been somewhat staggering since eligibility
reform went into effect in 1996 and we made the important transi-
tion to primary care and community-based outpatient clinics. Our
growth rate has been 38 percent in priorities one through six. But
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the real story is the growth in priority seven, which has grown 500
percent since 1996.

In 1996, priority 7s represented 3 percent of our workload. Today
they represent 33 percent of our workload. And that number will
grow to over 42 percent by the end of the decade. The cumulative
cost for priority 7s alone, just this one category, is $20 billion be-
tween 2003 and 2007. In 2007 it will consume over $5 billion a
year of our budget.

So, we have grown in priority 7s from 200,000 veterans in our
system to over 1 million in 2002. And I believe patients are coming
to us for many, many reasons. I think there are some national pol-
icy issues involved here. Veterans seek our care because we have
a very, very fine benefit package from primary to nursing home
care, including the very, very important pharmacy benefit that we
provide.

Of course, more outpatient clinics have been opened. We have
622 now, across the country. Just as depicted in the movie, “If you
build it, they will come,” well, we have built them, we have opened
them, and they have certainly come. And I think our quality is
clearly so much better today. Our customer satisfaction is good. We
are not perfect, but we are doing good work.

Those factors, coupled with HMOQO’s, and Medicare HMO’s closing
down, or no longer offering a pharmacy benefit, and the fluctuating
economy in some parts of the country, have resulted in that in-
crease in workload. That increase is something that we need to
deal with. I have been very, very honest in saying that, notwith-
standing this record requested increase in medical care funding,
without some actions by the Congress or by me as Secretary, to ei-
ther limit enrollment, or to require a greater sharing in the cost
of their care by priority 7s, or enactment of Medicare subvention,
or without increased collections for medical care cost recovery, we
will not have enough money to treat all of the veterans who come
to us in open enrollment. A lot of the changes that took place in
1996 were premised on Medicare subvention, which never hap-
pened.

I need to state for the record, because it is an important policy
issue that all of us have to grapple with to ensure that the quality
remains high, that the access times to get into clinics are not rea-
sonable. We see longer and longer wait times in some parts of the
country, which is unacceptable and not good quality of care. We are
not meeting the expectations people have of us, and we need to
grapple with that issue.

$1,500 DEDUCTIBLE PROPOSAL

The service-connected and some of the poor feel that they are
being squeezed out in some areas of the country, so there are some
warning signs on the horizon. After looking at all of the options
available to me, I opted for a deductible where priority 7s would
share in the cost of their care, rather than closing off enrollment.

The deductible does not operate like a regular deductible. No one
is asked for money out-of-pocket at the beginning before the care
is provided. We will bill insurance companies for every dollar of
that deductible, and we will charge veterans without insurance a
percentage of reasonable charges.
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The bottom line is we need to work with the members of this
committee and the House committee to devise a solution to this
problem, whether the deductible is modified or we look at other
steps that we can take to ensure that we manage our growth and
maintain high quality care.

GRANTS FOR VETERAN EMPLOYMENT

We are also requesting a transfer in funding of $197 million from
the Department of Labor for the Veterans Employment in Training
Service Program. Though this program has not worked as well as
it should at the Department of Labor, that is not an indictment of
the people in the program. I think it is more an indictment of the
system.

Veterans in the age group of 20 to 24—those recently discharged
from the military having served their Nation honorably, have a 9.6
unemployment rate compared to the general population of 4.2 per-
cent. In 20 States, fewer than 11 percent of the veterans who go
to the employment service for help were place in suitable jobs. We
have over 500,000 veterans who are unemployed today, a third of
whom have been unemployed for more than 15 weeks.

I believe that VA, which has been entrusted with caring for vet-
erans as its sole mission, could manage this employment program
very well by making it outcome-based, performance-based, and put-
ting it into the continuum of programs we have for veterans
through vocational rehabilitation education, and other programs. I
support this transfer because I think it is good for veterans. I
would commission a task force, comprised of the stakeholders, to
help me identify how we can establish this new program in VA and
how it should work.

VETERANS BENEFITS ADMINISTRATION

On the benefits side of the house, I am pleased to report to you
that we are making progress on reducing the claims backlog. In
January of this year, we set a record in the number of claims we
decided: 62,536. That record was broken in February; we decided
62,900 claims. That compares to 29,036 in January of a year ago,
and 28,900 in February a year ago. So, we have doubled our pro-
ductivity and our accuracy rate remains at an all-time high.

PROCUREMENT REFORM TASK FORCE

We are looking at how we manage the VA. I have established a
procurement reform task force to provide me with recommenda-
tions on how we can be better procurers of goods and services. Out-
side of Defense, we are probably the largest procurement depart-
ment in government, with purchases of $5 billion annually in goods
and services. I think there is an awful lot of room for improvement.
I now have the report on my desk, and I intend to implement the
recommendations to standardize and use national contracting vol-
ume discounts to improve the bottom line so that we have more
money for veterans.
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ENTERPRISE ARCHITECTURE

We did the same with our Information Technology Program, and
established an enterprise architecture strategy implementation and
governance plan with an information technology board to help us
end stove-pipe design, development, and procurement of IT. Under
the leadership of Dr. John Gauss, our new CIO, we will make some
real progress in that area.

NATIONAL CEMETERY ADMINISTRATION

With regard to our national cemetery system, we are in the proc-
ess of opening 6 new national cemeteries across the country. They
are in different phases of development. Due to the aging of the
World War II population, interments are at an all-time high in our
national cemeteries. We have to ensure that we have space to
honor those who served their Nation in uniform.

PREPARED STATEMENT

We have great challenges, Madam Chair, Senator Bond, mem-
bers of the committee. But I am convinced that we are on the right
road. And working together, I think we can overcome the chal-
lenges that we face.

Thank you very much.

[The statement follows:

PREPARED STATEMENT OF THE HONORABLE ANTHONY J. PRINCIPI

Madam Chair, and members of the Committee, good morning. I am pleased to be
here today to discuss the President’s 2003 budget proposal for the Department of
Veterans Affairs (VA) and tell you about the significant progress we are making on
behalf of the Nation’s veterans.

Our budget reflects the largest increase ever proposed for veterans’ discretionary
programs. It ensures more veterans will receive high-quality health care, that we
will provide more timely and accurate benefit claim determinations, and that we
will maintain a dignified and respectful setting for deceased veterans. Our proposal
reflects the debt of gratitude we owe to those who have served our country with
honor. It also signals our enduring commitment to the men and women in uniform
who today defend our freedom many miles away.

We are requesting $58 billion for veterans’ benefits and services—$30.1 billion for
entitlement programs and $27.9 billion for discretionary programs. This is an in-
crease of $6.1 billion over the 2002 enacted level. Our budget increases VA’s discre-
tionary funding by $3.1 billion over the 2002 level, including medical care collec-
tions. Increases for specific programs are as follows: $2.7 billion for medical pro-
grams; $17 million for burial services; $94 million for the administration of veterans’
benefits; and $64 million for capital programs and other departmental administra-
tion.

Our budget request includes $197 million for a new grant activity that replaces
programs currently administered by the Department of Labor and $892 million for
certain Federal retiree and health benefits as proposed by the Administration’s
Managerial Flexibility Act of 2001. Excluding these new activities, our budget for
discretionary programs reflects an increase of $1.9 billion, or 7.8 percent over last
year’s funding level.

MEDICAL CARE

For Medical Care, we are requesting budgetary resources of $25 billion, including
$1.5 billion in collections. This amount includes $793 million for accrual for certain
Federal retiree and health benefits and $260 million in increased collections related
to the proposed legislation deductible initiative. Under current law without the im-

act of these two variables, the Medical Care increase is $1.5 billion—comprised of
51.4 billion in increased appropriations and $158 million in increased collections.
This increase when combined with the $1.1 billion impact of the deductible proposal,
equals $2.7 billion, the amount of the medical care increase that would be needed
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to support the projected 6 percent increase in 2003, which is 290,000 more veteran
health care system users without the enactment of the deductible proposal.

Madam Chair, we are focusing on improvements needed to our billing and collec-
tion from third party insurers. While we have doubled our collections in the past
couple of years, we know we need to do more. In a collaborative effort with an exter-
nal contractor, we have identified 24 actions that will yield significant enhance-
ments to our ability to collect revenue. While many of these actions require time
and investment, we have already begun improvements to the revenue collection
process. I have directed that we begin the process of consolidating billing and collec-
tion services, and that we explore the cost and benefits of outsourcing these services.
In addition, we are aggressively pursuing insurance identification by obtaining new
HIPAA compliant software to facilitate exchange of medical information with non-
VA entities. We are also mounting increased veteran and employee awareness and
training campaigns. Further, we have developed a web-based performance metrics
program that is used by central office and medical center staff to monitor and evalu-
ate the critical steps in the revenue cycle. Following the original implementation of
reasonable charges in September 1999, we have implemented two updates. Work is
nearly complete on the next reasonable charges update, which we expect to publish
in the Federal Register as an Interim Final Rule and implement during Spring
2002. We expect to collect over $1 billion this year with continuing increases in 2003
and beyond. We are committed to maximizing our revenue opportunities from this
source.

VA has experienced unprecedented growth in the medical system workload over
the past few years. The total number of patients treated increased by over 11 per-
cent from 2000 to 2001—more than twice the prior year’s rate of growth. For the
first quarter of 2002, we experienced a similar growth rate when compared to the
same period last year. The growth rate for Priority 7 medical care users has aver-
aged more than 30 percent annually for the last 6 years, and they now comprise
33 percent of enrollees in the VA health care system. Based on current law, this
percentage is expected to increase to 42 percent by 2010.

I am proud that an increasing number of veterans are choosing to receive their
health care in the VA system. Despite this success, we have much to accomplish.
Patient access to our medical facilities must be improved and this budget reaffirms
our commitment to do so. Our goal is for veterans to receive non-urgent appoint-
ments for primary and specialty care in 30 days or less, while being seen within
20 minutes of their scheduled appointment. We have included an additional $159
million in our request to work toward this goal.

Madam Chair, I know you agree that VA’s health care system should maintain
timely, high quality care for service-connected and low income veterans and remain
open to all veterans. To effectively manage participation in the system, we are pro-
posing a $1,500 medical deductible for Priority 7 veterans. With no change in policy,
the cost of care for Priority 7 veterans would grow from $1 billion in 2000 to over
$5 billion in 2007. To assure that rising workload does not dilute the quality of care,
Priority 7 veterans are being asked to pay for a greater portion of their health care
than in the past. We are recommending that these veterans be assessed a deductible
for their health care at a percentage of the reasonable charges up to a $1,500 an-
nual ceiling. This is not a standard deductible that must be paid upfront and vet-
erans’ insurance may cover all charges. If all projections, funding levels, and the
new deductible are realized, VA anticipates continued open enrollment to all vet-
erans in 2003 without detriment to our traditional core patients—those with service-
connected disabilities and lower incomes.

VA is working to meet the challenges in long-term care for veterans. However,
we believe that a literal interpretation of Public Law 106-117, the “Veteran’s Mil-
lennium Health Care and Benefits Act of 1999” will result in less than optimal solu-
tions for increasing our long-term care capacity. The number of individual veterans
who received care in VA increased from more than 3 million veterans in 1998 to
more than 4 million veterans in 2001, due primarily to VA’s efforts to expand access
for primary care. During that same time period, efforts have been made to meet the
increased demand for long-term care. Although the average daily census in VA nurs-
ing homes declined, veterans mandated under Public Law 106-117 to receive such
care are being served in VA and contract community nursing homes. VA is also sup-
porting a significantly increased census of veterans in State veterans nursing
homes. At the same time, VA has been expanding care for veterans in home and
community-based extended care, consistent with the mandates of Public Law 106—
117. Indications we have received from veterans show that they are pleased with
options providing long-term care closer to home, as well as alternatives to more tra-
ditional skilled-nursing environments. We look forward to working with Congress to
pursue the best options to provide veterans with long-term care.
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Our rapidly aging veteran population requires more health care services. Our re-
quest includes $817 million to address this rising demand. These funds will support
our emphasis on access and service delivery, pharmaceutical support, prosthetics,
CHAMPVA for Life, and information technology. Management savings of over $316
million will partially offset resource needs. For example, I am establishing a pro-
gram across the VA system that will implement “best practice” standards for dis-
pensing and prescribing pharmaceuticals.

The 2003 budget supports our cooperative efforts with the Department of Defense
(DOD) to improve Federal health care delivery services. Over the past year, we have
undertaken unprecedented efforts to improve cooperation and sharing in a variety
of areas through a reinvigorated VA and DOD Executive Council. VA and DOD en-
tered into a Memorandum of Understanding (MOU) in December 1999, with the ob-
jective of reducing contract duplication. The first addendum to that MOU resulted
in the conversion of DOD’s Pharmacuetical Distribution and Pricing Agreements
(DAPAS) to reliance on VA’s Federal Supply Schedule (FSS) contracts for pharma-
ceuticals, which was completed in December 2000. The second addendum is an
agreement to convert DOD’s DAPAs for medical/surgical products to reliance on
VA’s FSS. This effort was completed in December 2001. To address some of the re-
maining challenges, the Departments have identified four high-priority items for im-
proved coordination: veteran enrollment, computerized patient records, cooperation
on air transportation of patients, and facility sharing instead of construction.

MEDICAL AND PROSTHETIC RESEARCH

VA’s clinical research program is funded at the highest level in history with a
partnership of government, universities and the private sector. Over $1.46 billion
will be invested in 2003: $409 million in direct appropriation; $401 million in sup-
port from the VA Medical Care appropriation primarily in the form of salary sup-
port for the clinical researchers; 5460 million from Federal organizations such as
DOD and NIH; and $196 million from universities and other private institutions.
This investment will allow VA to expand knowledge in areas critical to veterans’
and other citizens’ health care needs including schizophrenia, diabetes, further im-
plementation of cholesterol and other guidelines, aging, renal failure treatment, and
clinical drug treatment evaluations. This investment is relevant to the medical
needs of the entire Nation and will enhance future quality of life.

CAPITAL ASSET REALIGNMENT FOR ENHANCED SERVICES (CARES)

We continue our effort to transform the veterans’ health care system under the
Capital Asset Realignment for Enhanced Services (CARES) initiative. We are evalu-
ating the health care services we provide, identifying the best ways to meet vet-
erans’ future medical needs, and realigning our facilities and services to meet those
needs more effectively.

Madam Chair, this initiative is not a perfunctory exercise. The CARES process
has already had a significant impact on our planning process. Last week, I an-
nounced my decision on realigning VA health care facilities in VISN 12. For exam-
ple, we will shift inpatient services to a remodeled Chicago West Side Division, and
maintain a Lakeside Division multi-specialty outpatient clinic in the downtown
area. The Hines VA Medical Center will be renovated, including the Blind Rehabili-
tation and Spinal Cord Injury Centers. Sharing opportunities between the North
Ch}ilcago dVA Medical Center and the adjacent Naval Hospital Great Lakes will be
enhanced.

CARES is critical to the future of VA health care. It will allow us to redirect funds
from the maintenance and operation of facilities we no longer need to direct patient
care. I am prepared to make the difficult choices necessary to ensure accessible care
to more veterans in the most convenient and appropriate settings. We will complete
CARES studies of our remaining health care networks within two years. Any sav-
ings that result from CARES will be put back into the community to provide higher
quality care and more services to veterans. Changes will affect only the way VA de-
livers care—health care services will not be reduced.

MAJOR AND MINOR CONSTRUCTION PROGRAMS

For all capital programs (construction and grants) this is the largest request since
1996. Specifically for major construction, new budget authority of $194 million is re-
quested. We are requesting funds for four seismic projects in exceptionally high-risk
areas: two in Palo Alto, one in San Francisco, and one in West Los Angeles, CA.
These projects involve primary care buildings and a consolidated research facility—
all of which will be part of any service delivery option resulting from the CARES
process. Seismic improvements will ensure veterans and their families, and VA
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staff, will continue to be cared for, and work in a safe environment. The 2003 Major
request also addresses critical National Cemetery needs. Resources are included for
new cemeteries in Pittsburgh, PA and Southern Florida and a columbaria and ceme-
tery improvements project at the Willamette National Cemetery, OR. Design funds
are provided in the amount of $3.4 million for the design of new cemeteries in De-
troit, MI and Sacramento, CA. We are also requesting funds to remove hazardous
waste and asbestos from Department-owned buildings, perform an emergency re-
sponse security study, reimburse the judgment fund, and support other construc-
tion-related activities.

To date, we have received $80 million in Major Construction funding to support
the design and construction of projects that result from CARES studies. Our Major
request for 2003 includes $5 million to continue efforts to realign our facilities.

New budget authority in the amount of $211 million is requested for the Minor
Construction program. Particular emphasis will be placed on outpatient improve-
ments, patient environment, and infrastructure improvements. A total of $35 mil-
lion is earmarked for CARES-related design and construction needs. These funds
have been proposed to allow VA to immediately implement CARES options that can
be accomplished through the minor construction program (i.e., capital projects cost-
ing more than $500 thousand and a total project cost less than $4 million). In addi-
tion, $20 million is dedicated to a newly created category to fund minor seismic
projects, which will allow VA to further address its seismic corrections needs.

VETERANS’ BENEFITS

For the administration of veterans’ benefits, we are requesting $1.2 billion and
an additional 125 employees over the 2002 level. The President has promised to im-
prove the timeliness and quality of claims processing. Last year, I established a
claims processing task force to recommend changes that would improve the time it
takes to process claims. The results of that task force, as well as implementation
plans, have been presented to me and we have already begun to execute many of
the recommendations.

I have set a goal of reaching 100 days to process compensation and pension claims
by the summer of 2003. While the annual average number of days for these claims
is projected to be 165 for 2003, we expect to achieve the 100-day goal by the last
quarter of the year. Four months ago, we began a major effort to resolve 81,000 of
the oldest Compensation and Pension claims. A key element of this effort involves
a “Tiger Team” at the Cleveland Regional Office that will tackle many of these
claims over an 18-month period. The team became fully operational in November
2001. Additionally, consolidation of pension benefit maintenance at three sites will
allow VBA to free up employees to focus on rating compensation claims.

At the same time we are reducing the time it takes to process claims, we continue
to improve the quality of claims processing. During 2003, the national accuracy rate
for compensation and pension claims is projected to grow to 88 percent—a signifi-
cant improvement from the 59 percent rate evidenced in 2000. This budget contains
$3.5 million to support 64 additional employees dedicated to the Systematic Indi-
vidual Performance Assessment (SIPA) initiative. This is an important contribution
to enhance internal control mechanisms and bring accountability to the accuracy of
claims processing.

This budget provides additional staff and resources to continue the development
of information technology tools to support improved claims processing. Over the last
several years, VBA has developed and implemented major initiatives, established co-
operative ventures with other agencies, and used technology and training to address
accuracy and timeliness. This budget continues to focus on initiatives in these high
payoff areas. For example, this budget requests $6 million in support of the Virtual
VA initiative. This effort, when complete, will replace the current intensive paper-
based claims folder with electronic images and data that can be accessed and trans-
ferred through a web-based application.

Our budget also addresses the mandate to ensure that Montgomery GI Bill
(MGIB) education benefits provide meaningful transition assistance and aid in the
recruitment and retention of our Armed Forces. Recent legislation has improved
these benefits and our priority is to deliver them as efficiently as possible. I am
pleased to report that the Imaging Management System (TIMS) is now functioning
in all four Regional Processing Offices. The electronic folders that result from this
effort have expanded access points, improved data access, and enhanced customer
satisfaction. This budget requests $6.2 million to develop and install the Education
Expert System (TEES). Among other benefits, this expert system will enable us to
automate a greater portion of the education claims process and expand enrollment
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certification. In 2003, we will continue to improve the accuracy and timeliness of
education claims and improve blocked call rates.

Madam Chair, I would like to take this opportunity to mention one of VA’s great
success stories—the administration of more than 4 million insurance policies in
force. The American Customer Satisfaction Index (ASCI) and the University of
Michigan conducted a study of the insurance death claims process and the satisfac-
tion of beneficiaries who received awards. This study gave the VA’s insurance pro-
gram a score of 90 on a scale of 100. This is one of the highest scores ever recorded
for either government or private industry. This budget provides funding to continue
the Insurance Center’s history of excellence. Our request includes a paperless proc-
essing initiative, which improves timeliness and quality of service while reducing
the cost to policyholders.

NEW VETERANS EMPLOYMENT GRANTS PROGRAM

Veterans represent a unique and invaluable human resource for American society
and the economy. Service personnel leave the military knowing they have made a
vital contribution to their country. Veterans want to continue making meaningful
contributions as they return to civilian life. However, in 21 States, fewer than 10
percent of veterans between the ages of 22 and 44 were placed in employment after
seeking job search assistance from State service providers; during 2001, there was
an average of 519,000 unemployed veterans, and in the same time period, 32 per-
cent of unemployed veterans experienced 15 or more consecutive weeks of unemploy-
ment.

America’s labor exchange market has evolved in the time since the foundation for
current programs was laid. This budget proposes legislation that will allow VA to
create a new competitive grant program to help veterans obtain employment. VA
is working with the Department of Labor (DOL), veterans’ service organizations and
others to propose a veterans’ employment program tailored to the needs of 21st cen-
tury veterans seeking assistance in finding suitable employment. The details of the
legislative proposal to implement this initiative are not yet final. If authorized by
Congress, the new program will broaden our ability to assist veterans with employ-
ment and training services. Our first priority will be serving unemployed service-
connected disabled veterans and those recently separated from military service. We
will also help other veterans searching for employment. Our budget request for dis-
cretionary programs includes $197 million for the grant initiative.

We have the flexibility to design a program that will incorporate elements cur-
rently contained in the DOL grant program—transition assistance; disabled vet-
erans’ outreach; local veterans’ employment representatives; and homeless veterans
reintegration. Veterans look to the VA for education benefits, home loan assistance
and, in some instances, rehabilitation and employment, medical care and compensa-
tion benefits in the transition years after leaving active duty. Later in life, many
veterans may return to the VA for health care and ultimately burial benefits. Add-
ing an enhanced employment opportunity program to the spectrum of care and serv-
ices provided by VA would provide veterans with a single access point to a full con-
tinuum of benefits and services throughout their lifetime.

I know there are many questions left unanswered regarding this new program.
We are in the process of finalizing our legislative proposal within the Administra-
tion and will submit it to you in the near future. At that time, we will be prepared
to address your questions in greater detail.

NATIONAL CEMETERY ADMINISTRATION

The budget proposal includes $138 million to operate the National Cemetery Ad-
ministration. The request preserves our commitment to maintain VA’s cemeteries as
National shrines, dedicated to preserving our Nation’s history, nurturing patriotism,
and honoring the service and sacrifice of our veterans. It provides a total of $10 mil-
lion to continue renovation of gravesites, as well as clean, raise, and realign
headstones and markers.

As noted earlier in my testimony, our budget request for Major Construction in-
cludes funds for the development of two new national cemeteries in the vicinity of
Pittsburgh, PA and Miami, FL. Operating funds also are requested to prepare for
interment operations in 2004 at these two locations and to begin interment oper-
ations at new cemeteries at Fort Sill, OK, and near Atlanta, GA.

MANAGEMENT IMPROVEMENTS

Madam Chair, last year I stated my commitment to reform VA’s use of informa-
tion technology. I am pleased to report that we have made substantial progress in
this area and will continue our reform efforts. As VA moves forward with implemen-
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tation of the One-VA Enterprise Architecture developed in 2001, we will manage in-
formation technology resources to account for all expenditures and ensure our scarce
resources are spent in compliance with this Enterprise Architecture. A strong pro-
gram is under development for Cyber Security. We are re-engineering our IT work-
force to ensure we have the proper skill sets to support our program needs. I have
recently approved a comprehensive change in how we manage our IT projects to en-
sure they deliver high quality products, meet performance requirements, and are de-
livered on time and within budget.

VA is bringing enterprise-wide discipline and integration of our telecommuni-
cations capability to increase security, performance, and value. Command and con-
trol capabilities are being established to support the Department in times of emer-
gency. Electronic government will be expanded and internet capabilities will be en-
hanced to improve the delivery of services and the sharing of knowledge for the ben-
efit of the veteran. All of these efforts will focus on meeting the objectives of the
President’s Management Agenda.

We are pursuing other important initiatives that will promote better management
practices throughout the Department. For example, I recently convened the VA Pro-
curement Reform Task Force to examine our acquisition process and develop rec-
ommendations for improvement. The Task Force has presented 60 recommendations
to accomplish several major goals that will enhance our ability to: 1) leverage pur-
chasing power; 2) obtain comprehensive VA procurement information; 3) improve
VA procurement organizational effectiveness; and 4) ensure a sufficient and talented
VA acquisition workforce. Mandatory use of the Federal Supply Schedule, reorga-
nization and elevation of the VHA logistics function to more quickly standardize
medical and surgical supplies, and establishment of a National Item File are some
of the more prominent recommendations being made in order to maximize savings
in our medical care procurements. We are well on our way to achieving savings and
increased effectiveness in VA’s acquisition arena.

Finally, our 2003 request includes funds for a new Office of Operations, Security
and Preparedness (OS&P). Since the tragic events of September 11, 2001, we have
made substantial investments to address the Department’s security and prepared-
ness, and to meet our primary and critical emergency response missions. VA is the
only pre-deployed nationwide health care system. We must be prepared for any dis-
aster response. OS&P will play an important role in the Federal government’s con-
tinuity of operations in the event of an emergency situation. The new office is
formed with the specific intent of improving VA’s ability to respond to any contin-
gency with minimal disruption to services for veterans and their families. This office
will coordinate all VA involvement with the Office of Homeland Security, FEMA, the
Department of Health and Human Services and DOD.

Madam Chair, that concludes my formal remarks. Although many challenges lie
ahead, I am proud of the accomplishments that have taken place over the past year.
Our budget request for 2003 is a good budget for veterans and positions us for con-
tinued success. I thank you and the members of this Committee for your dedication
to our Nation’s veterans. I look forward to working with you. My staff and I would
be pleased to answer any questions.

SENATOR MIKULSKI'S COMMENTS

Senator MIKULSKI. Well, thank you very much, Mr. Secretary, for
that testimony and really the very serious both policy and appro-
priations issues that are raised in the course of appropriations tes-
timony to policy and the changing nature of the enrollment in the
veterans health care system.

In my enthusiasm for wishing Senator Bond a happy birthday,
we did not go to opening statements. But also, I am just going to
ask unanimous consent that all Senators’ opening statements go
into the record. And then we can move very promptly to questions,
knowing that other subcommittee hearings are pressing other col-
leagues.

I would also like to ask unanimous consent that the letter from
the veterans organizations that—every year they do an analysis of
the Veterans Administration budget request. They do an out-
standing job and, I believe, a service to the Nation. Their covering
letter to the committee and appropriate people, I would like to have
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those introduced into the record just as their views. And then we
will be meeting with them separately on another occasion.
[The information follows:]

LETTER FROM THE INDEPENDENT BUDGET

JANUARY 7, 2002.

The Honorable GEORGE W. BUSH,
President of the United States, The White House, Washington, DC.

DEAR MR. PRESIDENT: On behalf of the co-authors of The Independent Budget,
AMVETS, Disabled American Veterans, Paralyzed Veterans of America, and the
Veterans of Foreign Wars of the United States, we are writing to strongly urge your
Administration to fully fund veterans’ medical care spending to $24.5 billion in fis-
cal year 2003.

The brave men and women called to service after the tragic events of September
11, to defend our interests here and abroad, will be tomorrow’s veterans. We implore
you to ensure that these service members and those who have served before them
in defense of our nation will have the health care and benefits they have earned
and deserve from the Department of Veterans Affairs (VA).

The fiscal year 2002 VA medical care budget falls $1.5 billion short of what is rec-
ommended by The Independent Budget. We are extremely disappointed that the Ad-
ministration and Congress have gone forward with a VA appropriation that will not
even fund the pending mandated wage increase for VA’s employees. We are espe-
cially concerned about reports of VA facilities having significant waiting lists for ini-
tial services once a veteran is enrolled in the system, as well as closed enrollment
at some hospitals. Most disturbing are reports of severely disabled veterans having
to wait for health care services and specialized services such as home health care.

We understand that VISN directors were recently informed health care allocations
for fiscal year 2002 include a two percent “efficiency” cut. One medical center direc-
tor reported his VISN must slice $80 million from its budget to help make up for
the deficit in the budget. He added that the VISN was required to submit its plan
to reduce spending to the VA by December 28, 2001. It is outrageous that hospital
directors, already struggling to meet demand, are now being forced to make further
cuts. New mandates coupled with an insufficient budget, will undoubtedly result in
rationed health care and closed enrollment. VISN directors will have no choice but
to close beds, consolidate services, and reduce the number of full-time employees.
This two percent cut could equate to a loss of 13,000 full-time employees. This pres-
sure on the system will especially hurt sick and service-connected disabled veterans
and affect their access to timely health care.

We appreciate the Administration’s decision to provide additional funding to allow
the Department to continue to enroll all veterans in its health care system for next
year. Unfortunately, the fiscal year 2002 budget shortfall and continued open enroll-
ment have stretched the Veterans Health Administration to its limits, making it ex-
tremely difficult for VA to provide timely, quality health care services veterans de-
serve. Current spending is a least $400 million below needs according to Secretary
Principi. We understand the deficit is actually closer to $750 million if you factor
in inflation and maintain workload at current levels. At the very least, in order to
continue enrollment of all veterans, Congress and the Administration must find the
additional funds necessary to address this shortfall.

Without additional funding, VA is unable to meet veterans’ health care needs and
provide the high quality care it is capable of delivering. The Veterans Health Ad-
ministration (VHA) is a national treasure, responsible for training most of the na-
tion’s medical care workforce. It is also responsible for great advances in medical
science due to VA research. These advances in medical science have benefited all
Americans, not just veterans. Finally, VHA is the most cost-effective application of
Federal health care dollars. Research shows VHA provides care for at least 25 per-
cent less than comparable Medicare services. Given the proper resources, VA can
effectively function as a backup to the Department of Defense during a time of con-
flict or to the Federal Emergency Management Agency during a national emergency.
Therefore, it is an excellent investment, and it makes good fiscal sense to keep this
system functioning well, especially now while our nation is at war. Our treasured
way of life and freedom is a result of the sacrifices and commitment made by the
men and women serving in our armed forces.

The Administration can no longer ignore the serious financial problems VA is now
facing and its negative impact on sick and disabled veterans. Mr. President, the Ad-
ministration must increase VA medical care spending to $24.5 billion in fiscal year
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2003 to ensure a secure and stable future for those who have served our nation
through military service.
We urge you to continue to support our nation’s veterans by providing VA with
the funding needed to maintain a viable health care system now and in the future.
Sincerely,
ROBERT JONES,
Executive Director.

ROBERT E. WALLACE,
Executive Director, AMVETS Veterans of Foreign Wars.

DELATORRO L. MCNEAL,
Executive Director.

DAvID W. GORMAN,
Executive Director, Paralyzed Veterans of America Disabled American Veterans.

SENATOR MIKULSKI'S GOALS FOR THE HEARING

Senator MIKULSKI. Mr. Secretary, my goals for this hearing are
two-fold: one, to ensure that in fiscal 2003 promises made are
promises kept; and that, at the same time, to be good stewards of
the taxpayers’ dollars. I am concerned about several major issues.
But the two most dominant are those where we know that the VA
told us that they had a $400 million shortfall in 2002 after the sub-
committee had provided $350 million over the President’s request,
and actually $1 billion more. I—and then that somehow or another
Congress is at fault. I am going to come back to that.

Then there is the issue of the priority 7 veterans and the deduct-
ible that you are proposing. I think you raise very challenging
issues. But we really do not want a moat. It is one thing for there
to be policy priorities. But we really do not want a money moat
around veterans health care. And these are other areas that we
will want to pursue. And, of course, I know the issues around con-
struction and the maintenance of facilities are a significant issue,
as well as the CARES.

$400 MILLION BUDGET SHORTFALL

But let me go right on to my first set of questions here. Last
year, when we provided more money, there was an announcement
by you that there was a $400 million shortfall and that actions
were going to be taken, which essentially would have very much
limited veterans’ health care. And somehow or another, it looked
like it was our fault that we did not give you enough money, when
we gave you more money than the President asked and more
money than this subcommittee gave last year.

Could you tell us why you had this shortfall? And I do not—this
is not to be brusque or a spring hazing. I have so much respect for
you. But was it that the VA could not count? I mean, we had a
hearing; we had a discussion. And then we got this $400 million
shortfall and a letter going out to the veterans, really limiting their
access. So could you tell us why, number one; number two, how you
made it up; and number three, how we do not get into a jackpot
this coming year after we have done what we think is our job in
trying to help you do your job to protect our veterans?

Secretary PRINCIPI. Yes. I fully understand, Madam Chair. Our
workload projections for fiscal year 2002 were based upon the
workload growth that we had seen for the period 1998 through the
year 2000. We had been seeing a 5 percent growth in workload dur-
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ing that period of time and projected that the growth would remain
around 5 percent.

Well, it doubled. It doubled in 2001 and then again in 2002, 11
to 12 percent a year. I think that is attributable to many factors.
One, a little bit of a fluctuating economy, so more and more vet-
erans are coming to us for care. With open enrollment, any vet-
erans, irrespective of service-connected disability or not, income,
poor, or middle income, can come to us any day of the year; and
indeed they have.

Senator MIKULSKI. Well, Mr. Secretary, excuse me. Are you say-
ing that the shortfall, the $400 million shortfall, that you an-
nounced, I believe, last summer—am I—when did you make that
announcement?

Secretary PRINCIPI. In the fall.

Senator MIKULSKI. Excuse me. In the fall. Was that due to the
fact of the increased enrollment from priority 7? Or was it just
that, taken over in the transition, there were so many loose ends?
And I am going to acknowledge, you overtook a situation that had
not been well-managed for a significant amount of time. So I am
going to acknowledge that when you walked in, you had your
hands full. But was it because of more people or because the esti-
mates were not proper?

Secretary PRINCIPI. No. I think the estimates were not proper for
the most part. There may have been some other smaller issues. At
that time, we also thought that the TRICARE for Life Program en-
acted into law by Congress, was a great program for military retir-
ees and they would leave VA at age 65, but have some 600,000
military retirees enrolled in our health care system.

When Congress passed TRICARE for Life, so that these military
retirees could now receive their care through the TRICARE Pro-
gram, we estimated that a significant number would go to Tricare.
We did not see that early on in the program. Their pharmacy ben-
efit is a little bit more generous than our pharmacy benefit. It is
only $9 for a 90-day supply. We thought that the transition would
be a lot faster.

I think the shortfall really had to do with inaccurate projections
of workload.

Senator MIKULSKI. Well, are we going to have—do you think you
have estimated right this time? See, I have my doubts. And then
again, let me tell you why I have my doubts. And I would like you
to come back.

Number one, there are certain assumptions in your request, one
of which is that you are going to be able to recover a significant
amount of money from third parties. The VA has never been able
to meet their own targets. That is number one.

$1,500 DEDUCTIBLE FOR PRIORITY 7 VETERANS

Number two, you are proposing a $1,500 deductible for priority
7 veterans. That is an assumption which the Congress has not
agreed to and, as you know, is enormously controversial. It gives
many of us great pause about—in other words, if you can afford—
my own—if you can afford the $1,500, would you be in another pro-
gram? In other words, is this really the cost of what you think their
prescription drugs are?
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But those two items there tell me that you really—that I really
question the—I really question your request, because I believe the
assumptions are faulty. Would you like to comment? Because I
really do not want a jackpot this fall for our veterans or for this
committee.

Secretary PRINCIPI. You are absolutely right, Madam Chair. It is
a dilemma. Without the deductible, we, in my view, are over $1 bil-
lion short, $1.1 billion. That is why the deductible was proposed.
We have a 7 percent increase of $1.5 billion requested which, rel-
ative to other Federal programs, is a good increase. But without
the deductible, we cannot get there from here.

MCCEF, medical care cost recovery. On the one hand I am pleased
to see a 13-percent improvement in our collections. We are 13 per-
cent ahead of our projections. But we have a long way to go.

MEDICAL CARE FUNDING NEEDS

Senator MIKULSKI. So what do you think you are really going to
need? And then I am going to defer to Senator Bond.

Secretary PRINCIPI. Madam Chair, it depends on whether we
work out some cost-sharing arrangement for the priority 7s. Con-
gress directed that I make an enrollment decision every year on
who we can afford to care for. Without some form of deductible or
some form of cost-sharing, I would probably make the decision to
limit enrollment for priority 7s, rather than reduce the quality of
care and the timeliness, which is getting worse.

So my choices are very narrow. Limit enrollment, as the Con-
gress asks the VA Secretary to decide annually, because this is a
discretionary program, or work with Congress to see if there is a
cost-sharing arrangement that can be worked out for the priority
7s.

Senator MIKULSKI. Or ask for more money in the appropriations.

Secretary PRINCIPI. Yes, more money in the program.

Senator MIKULSKI. Well my time has expired. I know other mem-
bers would want to pursue this.

Senator Bond?

OPENING REMARKS BY SENATOR CHRISTOPHER S. BOND

Senator BOND. Thank you, Madam Chair. And I want to thank
you for the birthday gift. I would have to say that the greatest gift
I have throughout the year is the fact that we have such a good
working relationship, whether it is ranking member and chair or
chair and ranking member. I have my preferences. We are not
going to get into that today.

Senator MIKULSKI. We do not get a veterans preference here.

Senator BOND. I would say to my colleagues that my high regard
for the Senator from Maryland is well known. I am going to be
roasted by a charity in Kansas City this spring. And they all want-
ed Senator Mikulski to come out, because they have heard so much
about her and figured that she would probably do the most effec-
tive job on me that anybody could do.

But I do want to turn to our leader on the Republican side, who
has to go to another hearing. So it would be my pleasure to yield
to Senator Stevens for his questions.
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Senator STEVENS. Well, Madam Chair, if you go, I will go and
turn the spit. All right?

Senator MIKULSKI. Okay.

Senator BOND. Oh, that is dangerous.

ALASKAN VETERAN ISSUES

Senator STEVENS. And I am grateful to both of you for allowing
me to participate quickly. We have a defense hearing this morning,
and I hate to interrupt a birthday party. You all do know it is Sen-
ator Bond’s birthday, right?

Senator BOND. Oh, yes. That is what

Senator STEVENS. All right. Let me say that I am grateful to you
for a conversation we had the other day about the homeless prob-
lems in Anchorage. And I do hope that we can find some way to
work on that outreach center. I do not know if you all know but
we have the largest number of veterans per capita in the United
States. And it is becoming increasingly difficult to deal with that
ﬁigh portion of that population under some of the limitations we

ave.

For instance, that 30-year rule, it applies to those who have been
involved in the rate reduction program, the bond program we have.
As I understand it, there is a provision that cuts off veterans who
served in Vietnam and the Persian Gulf and other conflicts. But
those lapse in 2007. Those people would no longer be eligible unless
they have been out of the service for more than 30 years. I do not
uﬁlderstand that 30-year rule. I would urge you to take a look at
that.

And I would also ask if you would help us on another problem.
I am really not asking questions. I would just make a statement,
if I can. We have States, 5 States, that are eligible for a program
on housing. As I understand it, it is—we have a cap on these
States. My State is one that has, as I indicated, so high a percent-
age of veterans, it is hard for us to work under that cap.

Are you familiar with that? We are allowed to—we are told that
we are down to a level of—let me be sure. The current allocation
for Alaska is $303 million limit under the AHFC program. That is
the Alaska Housing Finance Corporation dealing with the VA bond
cap. I want to talk to you about whether or not we could find some
way to either put an escalator for States that have a high percent-
age of veterans in their population. Either that or lift the cap. It
has been in place for a long time and it is not relevant to our pro-
gram.

We are prepared, through the Alaska Housing Finance Corpora-
tion, to assist veterans. But we cannot do it unless we can issue
bonds for veterans housing under the Federal authorization. I
would urge you to take a look at that.

Secretary PRINCIPI. I will do that, sir.

[The information follows:]

ALASKA HOUSING FINANCE CORPORATION

We are aware that the basic criteria for Alaska Housing Finance Corporation
(AHFC) Veterans Mortgage Program (VMP) are that the veteran must have entered
the service prior to 1977 and cannot have been discharged for more than 30 years.
AHFC requires that when veterans apply to them for a loan, they submit a VA
issued Certificate of Eligibility along with their DD214 so that it can be determined
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when they went into the military and what date they were discharged. However,
this program is administered by AHFC, not VA. Therefore, we have no authority
over the provisions of the program.

MAXIMUM FEDERAL BOND RATE

VA has no knowledge of or authority with respect to a Federal cap that may exist
on bond issues.

Senator STEVENS. Lastly, when I was in Juneau, I was made
aware of an issue there. The Juneau VA replaced a long-serving
staff member there. And the replacement staffer has 25 years with
the VA but is not authorized to approve medical treatment. It is
now my understanding that—that a problem is near solution, but
it is on your desk. Is that right?

Secretary PRINCIPI. I have not seen it.

Senator STEVENS. Are you familiar with that?

Secretary PRINCIPI. I have not seen that issue, but I will look for
it as soon as I return.

Senator STEVENS. Well, I am sure you know that for someone
who is in Southeastern Alaska to have to go either to Anchorage
or Seattle for authorization, when there is a staffer that has 25
years experience in VA but is not authorized to approve medical
treatment, is a difficult situation.

Secretary PRINCIPI. I will find out and I will report to your office.

MEDICAL SERVICES IN ALASKA

The Alaska VA Healthcare System and Regional Office (AVHSRO) operates a one
employee VA office within the federal building in Juneau, Alaska. A Contact Rep-
resentative GS—11 employee staffs this office. Her duties include general health care
and benefits information and assistance to veterans in southeast Alaska. One major
customer service area for this position is support to the Fee Basis authorization pro-
gram. Juneau, Alaska is 550 air miles from Anchorage and is not accessible by
ground transportation. Juneau is the capital of Alaska and VA has a long history
of providing a VA office there.

The individual who currently is staffing the VA office in Juneau, Alaska reported
for duty there December 4, 2001. The employee was previously on staff at our An-
chorage facility working within the Veterans Benefits Administration (VBA) Re-
gional Office component of our operation.

The AVHRSO is currently addressing the training and technical support needs of
our new VA representative. During the week of February 11-15, 2002, the employee
returned to Anchorage for training on the medical care authorization process. Dur-
ing this visit we also had a lengthy discussion of the computer problems she had
been experiencing.

As a result of this training visit to Anchorage it was determined that a visit by
our Technology Management Service (TMS) staff was necessary to fix her computer
and printer problems. These are necessary fixes in order for her to provide the level
of service expected by our Juneau area veterans. The TMS staff traveled to Juneau
during the week of February 25, 2002 to March 1, 2002. Computer related access
issues were corrected during this visit to allow our employee to process medical au-
thorizations.

Throughout the training cycle and during periods of computer outage, staff in An-
chorage is providing service regarding the authorization of medical claims. In fact
our Coordinated Care Department has organized along regional boundaries and one
team is dedicated to Southeast Alaska. Statewide veterans are able to reach VA by
a toll free number and receive service via the Southeast Alaska Regional Team. Our
Juneau representative will soon be an additional source of assistance for the Juneau
area veterans.

It is important to recognize that the employee on staff now in Juneau, Alaska has
many years of VA experience; she spent the past ten years working in the VBA Re-
gional Office. The authorization of a Fee Basis Medical Claim often requires a clin-
ical decision. It was never intended that this employee would be able to independ-
ently authorize all the medical care that Juneau area veterans will need. However,
when the decision can be made based upon reasonable judgment and the care will
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obviously be approved, the Juneau office is delegated authority to issue such an au-
thorization. This is a local operational issue regarding support and training for a
new employee. It does not represent a new process in Alaska and does not require
action in VA headquarters. During the training and development process the
amount of direct service provided in Juneau has been more limited than under her
predecessor. This should improve quickly as the Contact Representative gains expe-
rience and familiarity with the authorization process.

Senator STEVENS. Thank you. Thank you for your courtesy.
Senator MIKULSKI. Senator Johnson?

MEDICAL CARE SUPPLEMENTAL

Senator JOHNSON. Thank you, Madam Chairwoman. And thank
you, Secretary Principi and your staff, for joining us today. I am
also very appreciative of your willingness to spend some time just
the other day with me, talking through some of the budget issues
that veterans in South Dakota have raised with me.

Very quickly, again, you announced a $400 million shortfall for
the current fiscal year last fall. Would you share with us, very
briefly, the prospects for a supplemental appropriation and at what
level you anticipate that supplemental might be requested for?

Secretary PRINCIPI. Yes. I was prepared again to suspend enroll-
ment for new priority 7s, because I felt that the funding was not
adequate to maintain the quality that we desired. In the eleventh
hour, so to speak, I received a commitment for supplemental fund-
ing of $142 million. And I believe that—supplemental is being
worked on. It should be coming up to the Hill very, very shortly,
possibly as part of the DOD supplemental that is being prepared.
We expect the request for supplemental funding to be forthcoming
very, very soon.

We have taken management actions to offset the balance of the
$400 million through efficiencies in centralized funding. We have
recently distributed $162 million to the field, so the actions we are
taking in conjunction with the $142 million supplemental will allow
us to get through 2002 without eliminating enrollment to anyone
who comes to us.

Senator JOHNSON. If the shortfall is $400 million and the supple-
mental is $142 million, that is a significant difference. So what you
will not be able to do that you would have done had you had the
full $400 million?

Secretary PRINCIPI. We re-estimated the impact of the new
CHAMPVA for Life Program, a health care program for spouses of
deceased service-connected men and women. We have re-estimated
that program, and there is a $94 million saving there.

There are certain information technology procurements that we
felt we could defer to out-years. There are a number of centrally
controlled programs, all of which have yielded resources that we
have been able to distribute to the field to meet more high priority
items.

There is a combination of management actions, some of which do
result in deferrals of information technology programs, but that
yield resources we can apply to needed areas.

HOT SPRINGS, MSD SURGICAL UNIT

Senator JOHNSON. With a budget shortfall within VISN-23, it is
beginning to have a negative impact on patient care. For example,
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there are some discussions now regarding the surgical unit at the
Hot Springs VA Medical Center in South Dakota. The Hot Springs
surgical unit has had difficulty recruiting and retaining profes-
sional staff. And one of the proposals under consideration is to
close that surgical unit to all but minor outpatient procedures and
move the remaining surgeries to Fort Mead Medical Center.

Can you update me at all on the current situation with the Hot
Springs surgical unit? And are there any solutions to how we can
keep the surgical unit fully operational?

Dr. MuUrPHY. Sir, we just received that proposal from the net-
work in Headquarters. Our routine is that—that proposal would be
reviewed by the surgical service. And we will look at not only their
proposal but alternatives to maintain the services to veterans. And
we will be happy to provide you information once we have had a
chance to fully look at that proposal and all the alternatives.

[The information follows:]

HoT SPRINGS SURGICAL UNIT

The surgical unit at Hot Springs Medical Center is currently short two nurses;
one operating room nurse and one nurse manager. The VA Black Hills Health Care
System has developed a very aggressive and creative plan to fill these positions. In
addition to the typical markets where the VA Medical Center in Hot Springs nor-
mally recruits nurses, the facility has expanded its search for nurses to wide rang-
ing markets such as Sioux Falls, South Dakota; Omaha, Nebraska; Denver, Colo-
rado; and Minneapolis, Minnesota. In addition, the VA Black Hills HCS is offering
a $5,000 sign-on bonus for the nurse manager and a $2,000 sign-on bonus for the
Operating Room nurses. VA Employees are being offered a $500 “finders fee” if they
assist in the successful recruitment of operating room personnel at the VA Hot
Springs medical facility. The community of Hot Springs has also been helpful in the
search for VA staff. The Job Service office is engaged in local (Rapid City area) re-
cruitment at no cost to VA. Every effort is being made to assure uninterrupted sur-
gical service at the Hot Springs VA Medical Center. VA officials are optimistic that
the positions will be successfully recruited.

$1,500 DEDUCTIBLE PROPOSAL

Senator JOHNSON. Well, thank you. And I appreciate any effort
you can do to retain full service wherever possible at our VA’s.

As we discuss priority 7s—and I share the concern expressed by
my colleagues here this morning about the need for full services to
all veterans. But one of the concerns I have, particularly one that
we have in rural States, where assets, such as land, are included
in the calculation of income, we have a lot of farmers and ranchers
in my State who own land that, on paper, is worth a fair amount,
but whose annual actual income, whose revenue flow, is far, far
below the VA threshold.

The administration’s proposal to impose a $1,500 co-pay on cat-
egory seven vets is going to be particularly onerous on these people
who simply do not have a lot of cash income, despite the fact that
they do have some land. Do you support changing the law regard-
ing eligibility standards to address that problem, or do you have
any ideas about how to address the people who fall under this cir-
cumstance?

Secretary PRINCIPI. I know it is an issue in rural America, and
I think it is an issue in urban America, too, where veterans own
small businesses, and they have a lot of their assets tied up in a
little shop or dry cleaners or whatever it might be. Those assets
count toward their overall assets. It is a real problem.
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We could take a look at the income thresholds. Maybe they need
to be revised; different thresholds at which certain co-payments
would kick in or not. We could look at the percentage of reasonable
gharges as a way of keeping the co-payments and the deductible

own.

Again, if our costs, for example, for an outpatient visit are $100,
we would go to the insurance company first for that $100 to be ap-
plied toward the deductible. If the veteran does not have insurance,
then the deductible for which the veteran is responsible would be
a percentage of that. We started at 45 percent. We are looking at
20 percent. So it could be $20 or $45, which would be applied to
the deductible.

And many, many veterans would not come anywhere near the
$1,500 limit, which would not be applied to the pharmacy benefit.
Prescriptions would still be $7 each. And there would not be any
further co-payment that would have to be paid.

If veterans could not afford it, we would never turn them away.
We would have a repayment plan. So we tried to take as many
steps as possible, recognizing that people with incomes of $25,000
to $30,000, and maybe assets tied up in the ranch or the farm, do
not have disposable income. Whether it be $10 a month, or what-
ever the veteran could afford, we would work out some kind of pay-
ment plan. The fact of the matter is that we need to address this
growth.

Senator JOHNSON. In the end, you would need better funding.
But in the meantime

Secretary PRINCIPI. Oh, yes.

Senator JOHNSON [continuing]. As long as you have these priority
issues that you have to grapple with, I hope that you will be
sensitive——

Secretary PRINCIPI. Sure.

Senator JOHNSON [continuing]. To the actual resources available
to many of our veterans.

Thank you, Mr. Secretary.

Senator MIKULSKI. Senator Bond.

Senator BOND. Thank you very much, Madam Chair. I would like
to submit, for the record, the questions that Senator Domenici left
for the Secretary.

Senator MIKULSKI. Without objection.

OTHER FUNDING OPTIONS FOR MEDICAL CARE

Senator BOND. Mr. Secretary, we congratulate you on the steps
you have taken. I know that you are making real progress trying
to tackle the claims benefit processing problem.

You are addressing problems of homeless veterans. I think cer-
tainly veterans in my State are excited about your leadership. I
congratulate you on this. There are problems, obviously, with fund-
ing. You have continually, the Department of Veterans Affairs con-
tinually, from year to year, has received the greatest increase in
any budget from our subcommittee. And we are going to continue
to do so, but we need to look at some of the other alternatives.

VA, I guess, has sought the authority to bill private insurers and
Medicare. And the tax-writing committees do not want to approve
that. A lot of people have focused on the GAO reports that con-
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cluded, when compared to the private collection efforts, private sec-
tor collection efforts, the VA is not collecting enough money. We
need to find out if there are ways that you can improve the collec-
tions.

But beyond that, I look at the numbers on priority seven partici-
pants. And it is obvious that your suggestion of a $1,500 deductible
was not well received, I think, might be a happy euphemism for the
response it got. But if you look down the road, if the cost of medical
coverage for priority 7s continues to grow from an increase of $1.1
billion this year to $5 billion on top of all the other needs, we are
going to be very fortunate in this subcommittee if we can get any-
thing like the allocations we would need to keep up with that.

So I would ask what steps you are taking, first with respect to
priority 7s. Are you meeting with the veterans’ service organiza-
tions, the authorizers and others? Are there options that you can
pursue that may not be as Draconian but might assist?

Secretary PRINCIPI. Yes, I have met with the leaders of all of the
service organizations. We have discussed this issue. I have ex-
plained the rationale. I have opened up the door to any rec-
ommendations they might have on how this deductible can be
modified to address our needs, at the same time making sure that
veterans can continue to access the system. I have engaged in high-
level discussions with Secretary Tommy Thompson, talking about
the issue of coordination of benefits, and Medicare subvention. We
are working on that. I do not see that happening for the reasons
you indicated. The tax-writing committees have been very, very re-
luctant to make any changes there.

So yes. We will meet day or night, whenever, to sit down and ad-
dress this important policy issue, because it is getting to crisis pro-
portions. It really is. And we are failing veterans if we cannot pro-
vide care to them in a timely manner. I think some good decisions
were made in the mid-1990’s, but all were premised on additional
funding outside of the appropriation process. Those decisions were
premised on Medicare subvention and on increased MCCF collec-
tions.

And guess what? It never happened. And we continue with open
enrollment. We continued opening clinics. We continued giving peo-
ple expectations. And we did not do too much about it. And now
I find myself in the situation of having to tell veterans, “I am sorry,
there is no more room.”

As I was telling Madam Chair, when a 100-percent service-con-
nected veteran combatant takes a bullet to the spine and goes to
Florida, he is treated just like any other veteran who is non-serv-
ice-connected or who may be wealthy; but by law they are both
equal. To me, that is wrong. And we need to do something about
it. But that is the way the law is structured by the authorizing
committees.

It seems to me that we have to address this in such a way that
gets people to understand and attempts to meet their expectations,
but to put some management processes in place to take a look at
this growth and manage it appropriately, like any private sector
health care company would. They have the same challenges we do.

With our MCCF, we are making progress, but I am to the point
of being totally frustrated. I am looking to bring in loaned execu-
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tives from the private sector to tell me how we should do our bill-
ing and collection. We struggle with it. We do it in 163 hospitals
around the country and at some networks. It seems to me there is
a better way to do our collections. And we just continue to do the
same things and we just do not get there. I do not want to be crit-
ical, but we just do not get there.

I am at the point now where I really need to bring in some ex-
perts from the private sector; not consultants, per se, but experts
in business, to come here and tell me how to fix this problem once
and for all. Then go from there.

Senator BOND. Well, Mr. Secretary, my time has run out. But I
commend you for your willingness to address the much broader
problem. We are going to do everything we can in this committee.
We have always done as much as we can. The forces from the out-
side who keep thinking there are unlimited funds are absolutely,
you know, in the wrong ball park; they are on a different planet.

We have to focus on the severely wounded, service-wounded vet-
eran. We have to focus on those who are poorest. And I am con-
cerned that, if we do not get a handle on some of the lower priority
ones, we are going to hear stories today about lack of care or de-
layed care and inadequate care for veterans who really are needy,
whom we are not treating as well as we should because the re-
sources are too short. And this is a problem that the authorizing
committees, as well as some of the other committees on the Hill,
need to be aware of. They think they can offer more benefits to ev-
erybody without providing the resources.

And we will work with you. And I commend you for carrying that
message.

Senator MIKULSKI. That was good, very good.

Senator Kohl?

KENOSHA, WI, CLINIC

Senator KOHL. I thank you, Madam Chairman.

Mr. Secretary, the significant increase in the medical care spend-
ing proposed in your budget, I believe, is well justified. I must also
say, however, that in addition to what you have heard from the
other Senators, I have heard from veterans who are concerned over
your proposed $1,500 deductible initiation for priority seven vet-
erans. In seeking new funding sources, I know you would agree
that the VA must be careful not to erect new barriers for veterans
who are seeking VA care.

Mr. Secretary, as you may know, the State of Wisconsin’s VA fa-
cilities are part of Veterans Integrated Service Network 12, known
as VISN-12, which is the first network to undergo the VA’s CARES
for structuring process. The realignment package for VISN-12 that
you recently approved will include the establishment of several new
community-based outpatient clinics in my State of Wisconsin. The
timely construction of these clinics will be critical in the effort to
bring VA health care closer to the rural areas, where many of Wis-
consin’s veterans live.

Over the past year, the VA has had difficulty in finding the
money to construct a clinic authorized to be built in Kenosha, Wis-
consin. Can you walk me through the clinic funding process and as-
sure me that, with the budget that you are proposing, the VA will
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have the funding to build these clinics on schedule in my State of
Wisconsin?

Secretary PRINCIPI. Yes. Dr. Murphy can talk about the specifics,
but with regard to Kenosha, that decision has been made. That
clinic will open; we made a commitment to open that clinic. Some
later decisions seemed to run counter to that, but I felt that, in
view of the commitment, we needed to move forward. The network
director has been so informed, and steps are being taken to ensure
that the funding will be there for the clinic.

Dr. Murphy can talk about Green Bay and Wisconsin Rapids.

Senator KOHL. Yes.

Dr. MURPHY. You are absolutely correct, sir, that there were two
community-based outpatient clinics that were proposed by the con-
tractor as part of the CARES process and that Secretary Principi
has approved options. We are moving forward very aggressively to
develop an implementation plan within the network to get all of
thls1 changes that were approved in place in the shortest time pos-
sible.

Some of the major changes that will be implemented will be, you
know, the closure of inpatient beds at Lakeside. We will need to
renovate the West Side facility in Chicago in order to do that trans-
fer. There will be significant savings in terms of personnel and
other management efficiency that will result from that. And those
resources will go back to delivery of health care services for serv-
ices within Network 12, including those in Wisconsin.

So we expect to be able to implement those changes as quickly
as possible. The implementation plan should be delivered to head-
quarters within the next several months. We would be happy to
brief you on that when it is available.

[The information follows:]

CLINIC FUNDING PROCESS

Funding for VA Community-Based Outpatient Clinics (CBOCs) comes out of the
budget allocated to the VISN. Each medical center within the VISN is then provided
with an annual operating budget to support the full range of services and staff they
provide. Clinics under their jurisdiction must be funded out of their operating budg-
ets. The directive governing the establishment of CBOCs has a provision that re-
quires the VISN to have sufficient operating funds to open and manage the clinic.
The original business plan for the Kenosha clinic is being updated to reflect work-
load projections based on utilization of surrounding clinics and medical centers that
was not included in the original plan. The clinic is expected to open later this year.
Based on the outcome of the business plan and sizing model, we anticipate that
North Chicago VA Medical Center will have the funds necessary to activate the Ke-
nosha clinic later this year and anticipate future budgets will support on-going oper-
ations. The other clinics in the CARES Implementation Plan are to be funded with
the saving by the realignment of inpatient services from Lakeside to West Side and
Hines. In addition there would be operating funds generated by the Enhanced Use
Lease of the Lakeside property.

Senator KOHL. I thank you and I am encouraged by what you
said about Kenosha. I would like to hope I could also be encouraged
with what you said as it reflects Green Bay and Wisconsin Rapids.

Dr. MURPHY. Yes.

Senator KOHL. Thank you.

CLAIMS PROCESSING

Mr. Secretary, one of the major commitments made to veterans
by the President was the reform of the inefficient claims processing
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system. Veterans in Wisconsin and across the country continue to
wait too long, I am sure you would agree, to receive decisions on
their claims for benefits earned. In your statement, you have em-
phasized that it is your goal to reduce the current claims proc-
essing time to 100 days for compensation and pension claims by
the summer of 2003.

Too often, I hear complaints from Wisconsin veterans that new
and reopened claims are often taking as much as a year to process.
While 100 days is worthy goal, can you outline what you are doing
to achieve this goal in such a short period of time?

Secretary PRINCIPI. Senator, as you may know, shortly after com-
ing on board I convened a claims processing task force to rec-
ommend practical hands-on solutions. And I was not interested in
recommendations that would deal with changes in law to curtail
benefits or abstract theories of veterans’ benefits. I just wanted
practical hands-on solutions of things we could do to reduce the
backlog.

I am proud that that group, including leaders of the veterans
service organizations, gave me 34 very concrete recommendations,
like triaging when claims come in. A group of people decide which
ones can be decided immediately and which ones need more claims
development work, so that those that can be decided immediately
can be signed off, rather than sitting on somebody’s desk for 6
months before the file is even opened. Other recommendations
called for more specialization, more accountability and performance
standards.

I created a tiger team specifically to address the claims of vet-
erans over the age of 70 years old, whose claims had been pending
more than a year. Since the tiger team has been in existence about
4 months in Cleveland, Ohio, with 9 additional sites around the
country, they have decided 13,000 of the most complex claims that
have been sitting on someone’s desk for a year or 2 to 3 years.

I think the totality of these steps, including a lot more focus and
discipline on what we have to do, has resulted in a dramatic in-
crease in the number of decisions to 62,000 each at the past 2
months, compared to 29,000 per month a year ago. We need to con-
tinue to do that. We also need to keep our eye on quality to make
sure we are not making a lot of mistakes in the process of expe-
diting these claims.

I really do think, that by staying the course, we are going to get
claims processing time down to 100 days, maybe less, maybe a lit-
tle bit more, but we are going to stay on that track.

Senator KOHL. Well, I thank you. And I am much encouraged by
what you have said this morning.

Secretary PRINCIPI. Thank you, Senator.

Senator KOHL. Thank you so much.

Thank you, Madam Chair.

Senator MIKULSKI. Thank you.

Senator Shelby.

Senator SHELBY. Thank you.

DISCRETIONARY FUNDING NEEDS

Mr. Secretary, we appreciate you coming here today. And I think
you feel the environment here is one to help you. We know you
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have a lot of problems confronting you, mainly in resources, fund-
ing. For example, I have had a couple to come to my attention re-
cently. In a meeting with members from the disabled American vet-
erans in my office here, two examples of the problems that you
have questioned surfaced. And I am sure you have them all over
the country.

One veteran from Birmingham had fallen and knocked one of his
teeth out. He was told it would be 4 months to receive a new tooth.
Another veteran from Athens, Alabama, made an appointment for
a routine eye exam. That exam is 6 months away.

I think a lot of it is inability to provide you the resources you
need. Do you agree?

Secretary PRINCIPI. Yes, sir, I do agree. Again, it is infinite de-
mand, finite resources. So yes, part of it is, the dollars we have
available. Part of it is how well we manage our system. It is a com-
plicated issue. I think, in the final analysis, it is dollars that we
request of you and that you give us. I think the Congress has been
extremely generous to us, but the workload continues to grow.

And I think there are unfunded mandates, too. And again, I am
not trying to take a shot at the authorizing committees.

Senator SHELBY. I think you are being honest.

Secretary PRINCIPI. I grew up on an authorizing committee as a
staffer. But as was said yesterday in the House, I think it is my
curse.

Senator SHELBY. Welcome to the appropriations world.

Senator MIKULSKI. Very good.

Secretary PRINCIPI. I think, when the authorizers mandate some
programs with no increased funding specifically for those programs,
we have to take the resources for the new programs from existing
programs. And it makes it difficult, because there is only so much
of the pie to divvy up.

Senator SHELBY. Absolutely.

Secretary PRINCIPI. It becomes a problem we have to deal with.

Senator SHELBY. Well, I guess sometimes the authorizers want
to be Santa Claus. And we certainly do not want to be the Grinch.
You know we want to help you and you understand that. Some of
us also grew up on some of the authorizing committees. But at the
end of the day, the resources have to come out of this committee.
And we know you have a tough job. I know our leaders on the com-
mittee do, too. I believe all of us want to help you solve this job,
because we are committed to the veterans.

But I think you point out a good example. I think maybe they
are relative commitments, you know, to the disabled, to the people
who are disabled and wounded in combat. I think we owe them
first; I do.

Secretary PRINCIPI. I agree. The service-connected disabled fol-
lowed by the poor.

Senator SHELBY. Absolutely.

Secretary PRINCIPI. The system was designed for them. And to a
degree it has always historically been as long as I can remember,
that the higher income, non-military medical condition veterans
were always treated on a space available basis. Again, I hope we
can treat as many veterans as possible. I do not think we can treat
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all 25 million. The system is not built for that. We are up to almost
5 million now, 20 percent of the total.

We have to concentrate and make sure that the service-connected
disabled and the poor have access to our system, because they are
the ones that usually do not have other places to turn, either be-
cause they need the specialized programs of the VA, such as spinal
cord injury, blind rehabilitation, mental health, and PTSD, or, of
course, who are poor and who do not have insurance.

AVERAGE AGE OF WARTIME VETERANS

Senator SHELBY. Mr. Secretary, what is the average age of the
Second World War veteran today, roughly?

Secretary PRINCIPI. They are well into their 70’s, I would think
mid- to late 1970’s.

Senator SHELBY. Towards the 1980’s, are they not?

Secretary PRINCIPI. Probably. Maybe even 1980’s. Clearly, there
are only 5 million remaining of the 16 million who fought.

Senator SHELBY. What is the average age of the Korean War vet-
eran? I know it is a little below, but not much, is it?

Secretary PRINCIPI. I think Korean has to be in the 65-to-70
range, as well.

Senator SHELBY. And how many would that be, roughly?

Secretary PRINCIPI. I will have to provide it for the record.

Senator SHELBY. You furnish it.

Secretary PRINCIPI. We have about eight to nine million Vietnam
veterans, five million World War II veterans. I think Korea is in
the neighborhood of four to five million.

Senator SHELBY. What is the average age of the Vietnam vet-
eran?

Secretary PRINCIPI. The average age is probably 57/58 years old.

Senator SHELBY. You are using your measurement, right? That
is good.

Secretary PRINCIPI. I think I am 1970 vintage from Vietnam. So
yes, probably about in the mid- to late-50’s.

Senator SHELBY. Okay.

Madam Chairman, thank you.

Senator MIKULSKI. Thank you, Senator Shelby. And thank you
for your sentiments to the Secretary that, really, we are troubled
about what the VA is facing. And we can just see today, you your-
self seem so troubled. But you are not alone here. And the veterans
are not alone. And we really have to solve these issues.

Senator Craig?

PREPARED STATEMENTS

Senator CRAIG. Thank you, Madam Chairman. Let me ask unani-
mous consent that my opening statement be a part of the record.

Senator MIKULSKI. That is without objection and we will also in-
clude statements from Senator Bond and Senator Domenici.

[The statements follow:]

PREPARED STATEMENT OF SENATOR LARRY E. CRAIG

Mr. Chairman, it is indeed a pleasure to welcome the VA Secretary Tony Principi
and members of his staff. I applaud you and your team in your efforts to ensure
our government honors our commitments to Veterans while implementing the most
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beneficial and cost effective programs. To do this, we must continually look for op-
portunities to reform the VA health care system, while maintaining as our number
one priority, our combat veterans with disabilities and our veterans with low in-
comes who often rely exclusively on the VA for their care.

The VA’s Budget proposal totals $56.5 billion for Veterans’ benefits and services,
$30.1 billion for entitlement programs and includes $26.4 billion in discretionary
spending, for medical care, burial services, and the administration of Veterans’ ben-
efits. This is an increase of almost $6 billion over last year’s budget, and it clearly
demonstrates the President’s commitment to Veterans’ Health Care.

I strongly support a VA which is committed to providing accessible, high quality
medical care and other Veterans benefits and services in a timely and effective man-
ner. However, we must expand and improve the delivery of service and benefits so
that all Veterans have equal access to high quality medical care, particularly in
under served rural areas such as Idaho. I believe that a more localized care ap-
proach as opposed to a regionalized approach is most appropriate for areas of the
country such as Idaho. Currently, the Veterans in Lewiston of my State have chal-
lenges getting appointments at facilities in Washington, specifically Walla Walla,
and Spokane, as well as tremendous burdens trying to get to these facilities. I be-
lieve this area is a prime candidate for a Veterans Clinic. In the Southeast portion
of my State I have major concerns with the doctor shortage we are currently experi-
encing in our Pocatello facility. It is of utmost importance that the long list of Vet-
erans waiting to receive various services, especially medical care, are able to get it
in a timely, courteous manner with a minimal amount of necessary travel time. In
recent years there were tremendous staff reductions that resulted in reduced serv-
ices. The necessary steps must be taken to reverse this trend. I invite the Secretary
to come out to Idaho and discuss these issues with me and the Veterans of my State
sometime soon.

In closing, Mr. Chairman, there is no way to over emphasize the honor and re-
spect this nation owes the military men and women who sacrificed so much to ac-
complish a strong national defense. I believe that this proposed budget is a good be-
ginning for ensuring our Veterans will receive high-quality health care, that we
keep our commitment to maintain Veterans’ cemeteries as national shrines, and we
have the resources to process Veteran Benefit claims in a more timely and accurate
manner. I look forward to working with Secretary Principi to meet the many chal-
lenges that the VA will face in the coming years.

PREPARED STATEMENT OF CHRISTOPHER S. BOND

Thank you, Madam Chair. I also welcome back Secretary Tony Principi to our
subcommittee. I am pleased to have Secretary Principi here today to discuss the fis-
cal year 2003 budget for the Department of Veterans Affairs. Even though you have
been in your position for a little over a year, saying that a lot has changed over
the past year would probably be an understatement.

As the Secretary of VA, you face a number of daunting challenges that have
plagued the Department for several years. I applaud your efforts to tackle the
claims benefits processing problems and address the problems of homeless veterans,
to name a few.

However, my statement focuses on two other major challenges: (1) addressing the
escalating growth of the so-called Priority 7s and (2) transforming VA’s medical care
infrastructure and services to better meet the needs of veterans.

As you know, the most pressing budgetary problem facing the Department and
the Congress is the cost of maintaining an open enrollment policy for the Priority
7 veterans without compromising the quality of health care services for all veterans
served by the VA system. The fastest growing veteran group are those that have
incomes above $24,000 annually and have no service-connected disabilities. These
are defined as “Priority 7” veterans. VA projects that if no change to current policy
is enacted, the costs of providing medical care services to this category of veterans
will rise from $2 billion in fiscal year 2002 to over $5 billion in fiscal year 2007—
a 126 percent increase! Currently one-third of VA’s six million enrollees are Priority
7s and if no change in policy is enacted, this percentage is projected to increase to
42 percent by 2010.

We can all be proud that VA is successful in attracting so many veterans to its
services due to the recent improvements made in its delivery system and its gen-
erous benefits packages. However, there are significant costs for operating VA’s
medical care system, which must be addressed or else the system may collapse and
become a victim of its own success. To address this issue, the Administration has
proposed a new deductible or cost-share arrangement where Priority 7 vets would



29

be charged at a rate of 45 percent of the reasonable charges, up to $1,500 annually.
VA proposed this deductible to not only stem the rapid growth in Priority 7s, but
to insure that timely, high quality care can be provided for VA’s higher priority vet-
erans—those that are low-income and those with service-connected disabilities—
without having to stop enrolling Priority 7s.

Mr. Secretary, I am sympathetic to the Department’s dilemma and you have my
commitment that I will work with you to protect the long-term viability of VA’s
health care system. But I realize that you have already heard from the veteran serv-
ice organizations and the authorizing committees that they will not support your
proposal. And to further box you in, they have demonstrated their objection to any
attempt to stop enrolling Priority 7s.

Where does that leave us? Clearly, at the appropriators’ door step. VA estimates
that it will need an additional $1.1 billion for fiscal year 2003 to maintain open en-
rollment for Priority 7s, but there is more than just this one year cost as I stated
earlier. If we do not make a policy decision this year on Priority 7s, then we will
be looking at an additional $5 billion by fiscal year 2007. I believe that it is too opti-
mistic and risky to expect that the appropriators will come up with $1.1 billion this
year. The VA medical care account has been and always will be the top funding pri-
ority for this subcommittee but it cannot be at the expense of gutting other critical
programs for affordable housing and disaster relief.

We must work constructively with the VSOs and the authorizers to come up with
a fair, balanced approach to ensure that the VA health care system continues to pro-
vide quality care for all of our veterans. And, Mr. Secretary, we need your commit-
ment to improve VA’s efforts in collecting funds due to VA from other health insur-
ance programs. Your budget request is projecting collections totaling $1.45 billion,
but I have heard that VA has more than $700 million in outstanding receivables.
VA can obviously do a better job.

The other daunting challenge for VA that also has major cost implications is re-
aligning the VA medical care infrastructure. I congratulate you, Mr. Secretary, for
your leadership in moving forward the Capital Asset Realignment for Enhanced
Services or “CARES” program in network 12. I think I know as well as anybody that
it was a difficult decision to implement CARES in that region but I cannot empha-
size enough that it was the right thing to do.

Many oppose CARES, including some members on Capitol Hill, but I am con-
vinced that CARES is the right approach that is badly needed. CARES is critical
in developing a long-term strategic plan to ensure that VA’s capital infrastructure
meets the healthcare needs of veterans in the most cost-effective manner while as-
suring the highest quality care system. For too many years, VA did not have a clear
capital asset plan that would justify the need for new construction projects or ad-
dress the massive excess infrastructure in the system. Before CARES, VA hospitals
had been treated as trophies for members to bring home to their States or districts,
built with too many beds and too much gold-plating. Not too many years ago, new
VA hospitals were opening with entire floors empty because they were not needed.

It is also troubling to me that some VA facilities seem to exist primarily to serve
the research and financial interests of the medical schools. This is an important part
for VA as both research sites and teaching schools. However, in too many cases, vet-
erans’ medical care has become a secondary concern in justifying those hospitals.
I was frankly appalled by the efforts of Northwestern University to block CARES
in Chicago. While I appreciate the medical research work done by fine institutions
such as Northwestern and am a big supporter of VA medical research funding, we
all know in this room that medical schools have more resources at their disposal
than the veterans who need medical care. Your decision, Mr. Secretary, was impor-
tant because it sent out a signal that VA’s first and most important priority is meet-
ing the needs of the veteran.

You took a major step with implementing CARES in VISN 12 but I believe that
we are at a critical juncture. Chicago was a pilot in some respects but now we must
tackle the Bostons, New Yorks, and San Franciscos of the country. You have shared
with me some details of your plan to complete CARES for the rest of the Nation
but there are some important questions that we—the Department and this sub-
committee—need to work out. For example, I am concerned about the availability
of resources needed to perform the studies and the expertise of those staff per-
forming the work. Further, it is important that the process be objective and inde-
pendent. I am concerned that if a VISN director is in charge of his or her own
CARES study, there may be a conflict-of-interest in carrying out the review. And,
as demonstrated with Chicago, I am concerned about medical schools pressuring the
network to retain facilities at the expense of the veterans and the taxpayer. In
GAOQ’s testimony to this subcommittee back in 1999, it reported that “Medical
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schools’ reluctance to change long-standing business relationships, for example, has
sometimes been a major factor inhibiting VHA’s asset management.”

Lastly, we need to fund adequately CARES. We provided $100 million for fiscal
year 2002 to fund CARES but your budget request for fiscal year 2003 only asks
for $40 million. I do not understand why more CARES studies cannot be completed
in fiscal year 2003. I am further puzzled by the budget request’s inclusion of $94
million for seismic repairs at four California facilities, without any CARES review.
You need to provide us a comprehensive, strategic plan on how CARES will be car-
ried out in a timely, efficient manner and how we should fund the construction of
new projects and disposal of old projects.

Mr. Secretary, I look forward to our continued working relationship in addressing
the needs of our veterans. Before I close, I want to express my sincere thanks for
your visit to my State. The veterans in Missouri appreciate your hard work and ef-
forts. Thank you.

PREPARED STATEMENT OF SENATOR PETE V. DOMENICI

Mr. Secretary, it is a pleasure to see you again. Thank you for being here today
to discuss the enormously important issues that are of concern to our nation’s vet-
erans.

We all have a great responsibility to assure that the needs of veterans throughout
this country are being met, and I want to compliment you for the job you are doing
to meet this challenge.

People from all walks of life in New Mexico have a long and proud tradition of
answering our nation’s call to duty.

Just last week about 40 members of the 49th Communication Squadron from
Holloman Air Force Base in Alamogordo, New Mexico shipped out as part of Oper-
ation Enduring Freedom.

I am personally very proud of them, and I know all of New Mexico is, as well.

At this time when our nation is actively engaged in conflict abroad, and we hear
reports of the danger our troops face everyday, we come away with a real sense of
the sacrifice our brave men and women in uniform are making.

For me, and I am sure this is true for you, too, Secretary Principi, the conflict
in Afghanistan also evokes memories of the great sacrifices that our military serv-
icemen and women made throughout the last century in order to preserve our lib-
erty.

And so it is vitally important that we provide our patriots with the very best care
available and I am committed to doing that.

As I travel around New Mexico, no matter where I go, I always meet a veteran
who says, “Senator, I served my country as part of the military. I am so proud to
have sacrificed for my country, and the VA has truly been a great provider for my
health needs. But in a rural State like New Mexico, I am forced to travel great dis-
tances to access a VA facility for the care that I require. What can be done?”

Mr. Secretary, I know you, too, have traveled all around this country to listen to
veterans, including the rural parts of the country and heard similar concerns. In my
questioning today, I will be interested to hear what steps the VA will take to ad-
dress this problem.

Another issue that is very important to all veterans is that of having a fitting
resting place, where the memory of their service to country will be preserved in an
honorable and dignified manner.

In New Mexico, this issue is manifesting itself in the reality that by 2008, the
Santa Fe National Cemetery will run out of sufficient plot space.

Last year, I sought a solution to this problem by introducing legislation calling
on the VA to initiate a planning study that would lead to the establishment of a
National Cemetery in Albuquerque.

I will continue to pursue this highly important issue because I believe it is a
pressing problem that needs to be addressed soon in light of our aging veteran popu-
lation. It is critical that they have a place where they can be laid to rest alongside
their comrades.

So I will seek your thoughts on this, as well, Mr. Secretary.

And with that, I would, again, like to welcome you Secretary Principi, and thank
you Chairman Mikulski for calling this hearing.

Thank you.
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PHYSICIAN FOR POCATELLO, ID CLINIC

Senator CRAIG. Mr. Secretary, thanks for your passion. I think
we all feel it here and appreciate it. I get sensitized by it on a reg-
ular basis, and I am sure some of my colleagues have the same ex-
perience. I had to call a mom and a dad in Idaho yesterday, be-
cause I was tracking their injured son in a hospital in Turkey, who
was involved in that firefight last weekend and got beat up pretty
badly. A young man from southeastern Idaho, who some day is
probably going to need the help of the Department of Veterans Af-
fairs, because he got beat up pretty badly.

And I think about the time we think periods of population transi-
tion occur by age and reality. We just went through with Senator
Shelby the litany of, of course, World War II and Korea and Viet-
nam. And while this current peace effort we are involved in is
going to bring less veterans, too, I hope, that need care to the sys-
tem, it is going to bring some.

And many of my colleagues have covered the issues, the priority
7 issues, and how we deal with that medical deductibility. Yes, vet-
erans in Idaho are reacting the same way. And I know you are try-
ing to resolve that. With resources, it would be easier to do.

Let me give you an example, though, of a problem that is current
in southeastern Idaho. We, out West, ask our veterans to travel
phenomenal miles. And when World War II veterans and Korean
War veterans get in their cars and drive 300 miles to the clinic,
over snow-covered roads, not to get the services they need, finding
that they may need to stay overnight, to go back the next day, that
kind of thing, often times is very frustrating.

Pocatello, Idaho, a facility there, lost one of its doctors 3 years
ago; and, at that time, convinced me that—that doctor deficit could
be dealt with through a nurse practitioner. That has simply proven
not the case. Now those veterans, who were once serviced on that
250-mile drive from Salmon to Pocatello—or I guess it is about 200,
now have to add another 150 miles to go on to Salt Lake.

They are out recruiting. They say they cannot find at least some-
one to meet that. We have a residence program in the vicinity. And
it appears there is ample supply of willing and able medical profes-
sionals. I think that is something we ought to focus on in the Poca-
tello facility. It is of need there.

Secretary PRINCIPI. Yes. Dr. Murphy has some information spe-
cifically on that.

Dr. MURPHY. Senator Craig, I am happy to report that we have
just hired a physician for the Pocatello clinic.

Senator CrRAIG. Hallelujah.

Dr. MurpHY. Pardon?

Senator CrRAIG. Hallelujah.

Dr. MurpHY. Hallelujah. That physician is scheduled to begin
work in July of 2002. We are hoping that we will be able to bring
them on board sooner than that. But that will—that will bring the
staffing level up at Pocatello——

Senator CRAIG. Good.

Dr. MURPHY [continuing]. And hopefully resolve some of the
issues that are very important to veterans in Idaho.
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Senator CrRAIG. Well, I try to get into all those facilities at least
once or twice a year to see how they are doing. And it is very im-
portant that those clinics, outside the major facilities, service be-
cause of the distances involved. It is not just a drive across town.
Back here it is a drive across several States to get to a facility,
comparatively speaking. And that is something that is just very,
very important.

CLAIMS PROCESSING

You have walked through how you are approaching the claims
issue. I will leave that question alone. I was—I just wondered why
you chose 100 days. I think it is probably the conclusion of the
group recommendation—when I would have suggested, gee, maybe
90 days or even 30 days, Tony, would have been the right way to
go here. But maybe 165 days down to 90 days is in itself a substan-
tial accomplishment.

Secretary PRINCIPI. Indeed. I think that was done in consultation
with the leadership of the Veterans Benefits Administration and
the task force. And we felt 100 days was a very aggressive goal,
to shoot for that. I certainly would like to see it 90 or 60 days.

But, you know, sometimes it takes us so long to get the medical
and military records from DOD, or the archives, and then to sched-
ule exams. So you are building in a delay right at the outset. But
we are taking steps to deal with that, too. And I am making
progress in working out memorandums of understanding with the
Records Processing Center in St. Louis to get those records much,
much quicker. And we are making good progress.

Senator CRAIG. Well, Madam Chairman, thank you very much.
I have other questions I will submit for the record.

We appreciate you being here. We are certainly going to do all
we can do. And I know that it is the commitment of the chairman
and our ranking member to make that happen within all of the al-
location we can grab hold of. And your anticipated budget increase
is certainly respectable. We hope we can get there. Thank you.

Secretary PRINCIPI. Thank you, sir.

Senator MIKULSKI. Thank you, Senator Craig. And, you know, we
do not have mountains in Maryland like you have. And even
though we welcome the President to Camp David, I do not know
if he calls them mountains, but they are mountains to us. And our
own veterans up there, when you know that you have got—you are
old or you are sick and you have a colostomy bag and you are
riding over these very rugged terrains somewhere, that we are very
sympathetic to your situation.

Senator CRAIG. I have had the privilege now of being to Camp
David. It is a nice little rise in a flat place, you know.

Senator MIKULSKI. I am being sympathetic to you. Do not——

Senator CRAIG. Thank you.

Senator MIKULSKI. Do not push it.

PRIORITY 7’S VETERANS

Senator MIKULSKI. Mr. Secretary, first of all, what you hear from
the Senators is that we are on your side. We know that when you
took over the administration of VA that you faced, in some ways,
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an administrative brown field. It had been long neglected, and so
we know that you have—that you are dealing with a very big job.

And that would even be the usual and customary systems. Now,
this demographic explosion that you are facing is just eclipsing ev-
erything. There are so many other questions that I would like to
pursue today, like facilities, the issue of long-term care, home
health care, the work force shortage—like, related to nursing, that
I would like to be able to bring up.

But the priority 7 issue, I think, is eclipsing everything. And
your testimony on page 6, I think, is really a bombshell. When you
talk about—since 1996 the priority 7 veterans increasing 500 per-
cent when they were 33 percent earlier, now they are 33 percent
of the workload. They are projected to increase to 42 percent by
2010 with an enormous increase of, well, between now and 2007 of
$20 billion. That is almost doubling what we currently have, which
would take us to about $45 billion. Now, this is no finger-pointing
to the priority 7 veterans. There is a reason that they are coming.
And I am talking about the reasons. But before I do, I just want
to alert the committee that it could get worse. Senator Bond and
I represent industrial workers. You know we are facing a big crisis
right now, with something called legacy cost.

If that steel industry goes down the tube, we have over 600,000
retirees in the steel industry. Okay? They will lose their health
care. As you know, there were no draft counseling or draft dodging
lines at the steel mills. You know that. The movie “Deer Hunter,”
I think, told us and taught us a lot.

Secretary PRINCIPI. Sure.

Senator MIKULSKI. Just as between us. This all could come to the
VA. These men who fought, if they lose their health care, they are
going to find it another way. And this is not dire predictions. So
let me go to the priority 7. I am a data driven—we have to be data
driven here.

DEMOGRAPHIC PROFILE OF PRIORITY 7 VETERANS

My question is: Have you, with the priority 7 coming in, do you
have a demographic profile of the priority 7 veterans entering the
system related to geography, age, income, and the reason they seek
you out? Because my hypothesis is that the lack of a universal
health care policy, lack of health insurance for some, the lack of a
prescription drug benefit for the older veterans, and then also the
lack of a national long-term care policy, which is quite piecemeal,
could you—Ilet us start with the demography. Do you have—be-
cause I think if they knew the age—first of all, the geography. Is
this focused on particular geographic area?

Second, what are their ages? And are they rich, or are they just
kind of working stiffs who do not have the money or is—or do not
have health insurance? Do you see where I am heading? That for
the younger veteran it might be one reason; for the older it might
be another.

Dr. Murphy, do you have a demographic profile? You do not seem
to have it handy.

Dr. MUrPHY I am searching for it.

Senator MIKULSKI. While you are looking——
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Secretary PRINCIPI. We will provide the precise information for
the record.

Senator MIKULSKI. But do you even have it now, in terms concep-
tually?

Secretary PRINCIPI. I think it is fair to say first that, many pri-
ority 7s are coming to us for prescriptions only.

Senator MIKULSKI. But is that like 60 percent, 70 percent, 10
percent?

Secretary PRINCIPI. I would be speculating, Madam Chair, and I
apologize for that.

Dr. Murphy, perhaps you can.

Dr. MURPHY. We do know that about 57 percent of the priority
7 veterans use less than $400 worth of health care. And that would
be their primary care visits plus other medication or——

Senator MIKULSKI. So 57 percent will come. But you see what 1
am getting at? Can you tell me why they are coming and how old
they are? And is this the absence of other national policies? Again,
we are not passing judgment here. We are trying to get the data.

So, you are saying 57 percent use less than $400 worth of care?

Secretary PRINCIPI. Yes.

Senator MIKULSKI. But why do they come?

Secretary PRINCIPI. I think they are——

Senator MIKULSKI. And how old are they?

Secretary PRINCIPI. I think they are older. I think they represent
the veteran populations generally coming to us. I think they tend
to be older, World War II veterans. This is based upon all the town
hall meetings that I have attended over the past year. They are
using our primary care facilities, our clinics, a great deal. I think
they are in the age range of 65-70 years old.

Their incomes tend to be a little bit higher than the threshold
for priority 7, but I do not think they are rich people. We do have
a few who are wealthy and come to VA for their prescriptions. They
are e%ligible. And rather than paying $400 a month, they pay $7 a
month.

Senator MIKULSKI. Okay. Well, I understand that, but—go
ahead. I am sorry. Go ahead.

Secretary PRINCIPIL. I think the vast majority of priority 7s that
come to us have incomes around $30,000. They are not making a
lot of money. They are ordinary Joes, who are working in the fac-
tories and on the farms, who have lost their health care coverage
or who do not or may not have it.

Senator MIKULSKI. But do we have a natural demographic pro-
file, Dr. Murphy?

Dr. MurpPHY. We do. And I——

Senator MIKULSKI. You do not have it with you.

Dr. MURPHY. I apologize, Madam Chairman. I thought I had that
data with me. And I know that we can pull it. Some of the income
data that we have is based on a survey that was done in 1999. In
my memory of the income profile of priority 7 veterans is that ap-
proximately 30 percent of them, about one-third, have incomes
above $35,000 a year. So the majority——

INCOME PROFILE OF PRIORITY 7 VETERANS

Senator MIKULSKI. Wait, wait, wait. Incomes above what?
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Dr. MURPHY. Incomes above $35,000 a year. But I can get those
specific statistics.

Senator MIKULSKI. Well, let me tell you what the committee
wants and—because, again, we need to be data driven to also help
you parse out our recommendations, knowing that the rec-
ommendations are a stopgap. First of all, the $1,500 is a non-de-
ductible, is a non-starter. And we will not do it unless the author-
izers pass it.

At the same time, we know that there is a crisis here. It is a cri-
sis for the people who are turning to you, and it is therefore a crisis
for those of us who have to provide the service and pay the bills.
They are not coming to you because it is a leisure choice option.
They are coming to you for a reason. Some, if they—they might like
the—but most of all, I think it is the lack of policy in other areas.

So we need data. We need a demographic profile, first of all, of
geography. Is it concentrated in, say, the rural areas? This is going
to help us get to our management solutions while we look to more
long-term systemic. We need geography.

Second, we need age. And I am really interested, particularly,
under the age of 65, the whole issue of every 5 years, if I could.
One of the policies would be people, primarily men, who had jobs
but are now not working after 60, either the collapse of an industry
or whatever, but they are too young for Medicare, but they cannot
get health care anywhere else.

So, you see where I am heading in terms of the age? Or are
young men coming, younger men, because of the lack of health in-
surance? So you see, one is the age; then, the other will be income,
because I think we have to face it. If it is people with incomes over
$70,000 coming to you for a prescription drug benefit, that is very
different than somebody coming for $27,000 or $32,000, the com-
bined pension maybe, et cetera. And then that would be the age-
income.

And then, if you could, even anecdotally, do a survey of why are
they coming. Is it they like the Veterans—particularly now, when
there seems to be longer waiting times, work force shortages, other
challenges that you are facing in the system?

So you see where we are heading?

Secretary PRINCIPI. Yes.

Senator MIKULSKI. Because that, I think, will tell us a lot about
what we need to do. You know, do we do an age—and I am not
talking about what is the methodology for containing this issue.

Secretary PRINCIPI. Sure.

[The information follows:]

PRIORITY 7 DEMOGRAPHIC PROFILE

The following information is provided for the record (fiscal year 2001 information
is provided except as noted):

—Priority 7 Enrollees and Users by VISN fiscal year 1999-fiscal year 2001 with
comparisons to growth rates for Enrollees and Users in Priorities 1-6

—Priority 7 Enrollees and Users by VISN also shown as a Percentile of all Pri-
ority 1-7 Enrollees and Users, fiscal year 1999-fiscal year 2001

—Average Ages of Priority 7 Enrollees and Users by VISN fiscal year 1999-fiscal
year 2001 with comparisons to the Average Ages of Enrollees and Enrolled
Users in Priorities 1-6

—Fiscal year 2001 Priority 7 Enrollees and Users by VISN and Age Group with
comparisons to Priorities 1-6
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—Priority 7 Average Annual Cost Per User fiscal year 1999-fiscal year 2001 with
comparisons to Average Annual Cost Per User for Priorities 1-6

—Priority 7 Average Overall Cost Per User and Average Outpatient Pharmacy
Cost Per User with Comparisons to Average Costs for Priorities 1-6

—Priority 7 Average Cost of Users Under 65 Years Old compared to those Age
65 and Over with further comparisons to Average Costs for Priorities 1-6

—Priority 7 Average Cost and Age comparisons with comparisons to Average Cost
and Age for Priorities 1-6

—Priority 7 Inpatient and Outpatient Reliance with comparisons to Inpatient and
Outpatient Reliance for Priorities 1-6

—Projections of Priority 7 Health Care Users (Unique Patients) by VISN and Age
Group—fiscal year 2002-fiscal year 2010 with comparisons to Projections for
Priorities 1-6

—Projections of Priority 7 Enrollees by VISN and Age Group—fiscal year 2002-
fiscal year 2010 with comparisons to Projections for Priorities 1-6

VA will provide a more in-depth analysis by May 27, 2002, to include distributions

of the above data by State and information on:

—Average income by priority group and State

—Employment status by priority group and State

—Insurance status by priority group and VISN

—Health status by priority group and VISN



Not Assigned
Total

Preferred
VISN

©oNA G R ®WN

Not Assignad
Total

15,891
22378
26,141
15,052
13,564
17.416
22,768
11,952
12,379
16,592
21,233
11,858
16,592
12,656
10,921
15,404
21,215
326
397,230

57,910
48,040
110,548
90,695
23,714
50,756
56,838
88,882
36,376
39,191
44,164
61,787
42,792
36,457
41,472
60,173
33,424
41,742
32,303
38,408
46,492
58,758
1,408

732,268 1,142,140 1,747,591

144,754
86,050
144,654
178,049
82,884
161,827
187,742
282,772
151,831
118,524
128,036
144,483
74,821
58,924
126,666
291,676
146,678
144,386
87,996
140,252
143,848
179,029
2,483

37

320,007
174,907
142,351
144,928
158,173
85,072
66,066
142,679
320,544
170,667
160,726
100,966
163,364
165,664
211,332
2,320

189,497
112,822
180,601
240,589
112,058
217,961
254,855
386,387
203,639
162,832
172,052
175,145
99,871
76,159
167,942
382,478
201,534
184,979
116,442
190,686
193,199
243,037
M7

PRIORITY 7 ENROLLEES AND USERS BY VISN - FY 1899 - FY 2001
WITH COMPARISONS TO GROWTH RATES FOR ENROLLEES AND USERS IN PRIORITIES 16

140.3%
179.3%
109.3%
121.1%
199.4%
169.7%
108.0%
177.0%
126.4%|
244.0%
139.2%
174.3%
172.8%
133.6%
117.3%
112.0%
153.4%
111.9%

93.5%
122.5%
138.7%

14.8%
13.2%

8.9%
17.4%
14.0%
14.4%
15.0%
16.4%
15.2%
20.1%
13.2%

9.5%
13.7%
12.1%
12.6%
13.0%
16.4%
11.3%
14.7%
16.5%
15.2%
18.0%
-6.2%
14.5%

2000 | 2001 [01vs. 99

14.0%
15.8%
14.6%
15.1%
18.5%
17.7%
18.1%
17.4%
16.4%
14.4%
18.7%
10.7%
17.4%
15.3%
17.7%
16.1%
18.1%
15.1%
15.3%
16.7%
16.6%
15.0%
-82.1%
16.1%

30.9%
3.1%
24.9%
35.1%)
35.2%|
34.7%
35.7%
36.6%
34.1%
37.4%
34.4%)|
21.2%)|
33.5%
29.2%)|
32.6%)|
31.1%
37.4%
28.1%
32.3%
36.0%
34.3%)|
35.8%
-83.2%|
32.9%

28,885
21,156
54,841
46410
12,991
20,830
30,798
47,688
20,998
16,773
25,553
28,743
25,268
18,026
28,305
32,358
16,975
22,408
16,544
16,731
19,785
24,257
393
574,516

28,634
40,766
85413
30,222
22,941
38,521
40,818
37,892
25,236
39,116
51,365
23,869
32,228
23,048
20,647
27,910
32,231
104
827,722

NRO

1,986

Users in Priorltles 1-5

19991/ | 2000 ]
115,119 123,788
67,452 71,938
104,601 106,803
136,896 148,151
64,679 68,198
124,300 137,036
147,501 163,413
227,177 257,585
123,316 134,664
88,482 97,106
101,571 108,969
111,432 113424
61,398 67,503
48,104 51,483
104,743 114,215
233,371 252,951
115402 127,486
116,084 123,458
68,755 74,789
108,016 121,006
112327 122315
133,125 145428

2001
131,582
76,832
111,961
160,257
74,174
151,071
176,804
287,867
145,327
104,663
118,678
116,993
76,000
54,450
122,237
275,383
139,671
134,160
80,574
120,409
132,634
154,729
88

3,208,385 3,673,450 4,265,182 | | 56.0%
HEAL

% in P1-6
2000 *2001 01vs. 99

943
2,515,847 2,732,740 2,955,619 44.6%

80.2% 61.9% 159.3% 75% 63% 14.3%
33.5% 43.1% 91.0% 6.7% 6.8% 13.9%
36.9% 22.3% 67.5% 21% 4.8% 7.0%
49.3% 40.0% 109.0%| 82% 82% 17.1%|
83.8% 38.2% 126.3% 54% 88%  14.7%]
30.3% 37.5% 79.1%| | 102% 10.2% 21.5%
37.6% 324%  B2.2%| | 10.8% B82% 19.9%
824% 79.1% 226.7%| | 13.4% 11.8% 26.7%
30.5% 43.9% 100.8% 92% 7.8% 17.8%
23.7% 36.8% 69.1%| 97% 7.8% 18.3%
46.7% S50.7% 121.2% 73% 89% 16.8%|
262% 42.0%  79.3%! 18% 3.1% 5.0%
111.4% 50.0% 217.0% 99% 126% 23.8%
45.6% 40.0% 103.9% 7.0% 68% 132%
68.5% 48.7% 135.8% 90% 7.0% 16.7%|
52.4% 58.7% 141.9% 84% 89% 18.0%
432% 40.6% 101.3%{ | 10.5% 9.6% 21.0%
351% 43.8% 94.2% 6.3% 87% 156%
30.7% 39.3% 821% 88% 77% 17.2%
532% 234% 89.1%[| 121% 68% 19.8%
284% 411% 81.2% 8.9% 84% 181%
14.3% 32.8% 51.9% 9.2% 6.4% 162%
20.6% -73.5% -68.1%| |-52.5% -93.0% _-96.7%
44.1% 108.4% 86% 8.2% 17.5%

1/ FY 1999 excludes 238,980 enrollees and 81,004 users whose priority levels had not yet been determined. This only occurred only in
FY 99 -- the first year of enroliment.

2/ These user levels do not accaunt for all users of VA heatlh care. Vateran users who are not required to enroll, non-veteran users,

and the unprioritized FY 99 enrolled users (footnote 1/) are not counted.

Source: End-of-Year Enroliment Files for FY 1999 - FY 2001 maintained at the Austin Automation Center.
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PRIORITY 7 ENROLLEES AND USERS BY VISN
ALSO SHOWN AS A PERCENTILE OF ALL PRIORITY 1-7 ENROLLEES AND USERS -FY 1999 - FY 2001

Enrol

P7 as a% of P17
VISN 1998¢ 1/ | 2000 2001 1999 2000 2001

1 35,199 57,810 89,836 179,953 224,065 279,333 19.6% 25.8% 32.2%

2 31,809 48,040 71,928 117,859 145,489 184,750 27.0% 33.0% 38.9%

3 83,665 110,548 168,240 228,319 268,089 348,841 36.6% 41.2% 48.2%

4 56,154 90,605 132,510 233,203 299,734 373,009 23.7% 30.3% 35.5%

5 13,850 23,714 38,966 96,834 118,241 151,024 14.4% 20.1% 25.8%

[] 34,790 50,756 72,818 196,617 235,671 290,779 17.7% 21.5% 25.0%

7 38,038 56,638 84,113 225,780 272,499 338,068 16.8% 20.8% 24.8%

8 50,941 88,892 152,506 383,713 417,899 538,893 15.3% 21.3% 28.3%

9 23,274 36,376 82,770 175,105 211,283 266,408 13.3% 17.2% 23.6%

10 26,444 39,191 54,983 144,968 181,542 217,825 18.2% 21.6% 25.2%

1 27,083 44,164 75,000 155,119 189,090 247,061 17.5% 23.4% 30.4%

12 42,379 61,787 95,952 186,862 219,960 271,097 227% 28.1% 35.4%

13 18,876 42,792 64,929 93,697 127,864 164,800 20.1% 33.5% 39.4%

14 21,002 36,457 50,231 79,926 102,523 126,390 26.3% 36.6% 30.7%

16 25,540 41,472 70,058 152,208 184,151 238,000 16.8% 22.5% 29.4%

16 36,744 60,173 100,249 328,420 389,717 482,727 11.2% 15.4% 20.8%

17 20,697 33,424 48,345 167,375 204,091 249,879 12.4% 16.4% 19.3%

18 28,806 41,742 62,780 173,282 202,468 247,769 16.7% 20.6% 25.3%)|

19 22,341 32,303 47,365 110,337 133,269 163,807 20.2% 24.2% 28.9%)|

20 22,212 38,408 56,279 162,464 201,772 246,965 13.7% 19.0% 22.8%

21 31,726 46,492 67,226 175,574 212,148 260,425 18.1% 21.9% 25.8%

22 40,948 58,758 79,232 219,977 270,090 322,269 18.6% 21.8% 24.8%)|

[Not Assigned 560 1,408 1,246 3,043 3,737 1,663 18.4% 37.7% 74.9%
Total 732,268 1,747,591 4,815,590 18.6% 23.7% 29.1%

1,142,140

3,940,633

Use

5

HEALEN

in Priorities 1.7

6,012,773

Preferred P7 as a % of P1-7
VISN 2001 19991/ [ 2000 ] 2001 1999 2000 2001
1 18,031 28,885 46,757 133,150 152,673 178,346 13.5% 18.89% 26.2%
2 15,845 21,156 30,265 83,297 93,004 107,097 19.0% 22.7% 28.3%
3 39,899 54,641 66,830 144,500 161,444 178,791 27.6% 33.8% 37.4%
4 31,084 46,410 64,052 167,980 194,561 225,209 18.5% 23.9% 28.8%
5 7,833 12,991 17,956 72,612 81,187 92,130 10.9% 18.0% 19.5%
1 15,891 20,830 28,634 140,291 157,866 179,705 11.4% 13.2% 15.9%
7 22,378 30,798 40,766 169,879 194,21 217,660 13.2% 15.9% 18.7%
8 26141 47,688 85413 253,318 305,273 373,280 10.3% 15.6% 22.9%
] 15,0582 20,998 30,222 138,368 155,662 175,549 10.9% 13.5% 17.2%
10 13,564 16,773 22,941 102,046 113,879 127,604 13.3% 14.7% 18.0%
1" 17,418 25,653 38,521 118,987 134,522 167,199 14.6% 19.0% 24.5%
12 22,768 28,743 40,818 134,200 142,167 157,811 17.0% 20.2% 25.9%
13 11,952 25,268 37,862 73,350 92,771 113,892 16.3% 27.2% 33.3%
14 12,379 18,026 25,236 60,483 69,509 79,686 20.5% 25.9% 31.7%
15 16,592 26,305 39,116 121,335 140,520 161,353 13.7% 18.7% 24.2%
16 21,233 32,358 61,3685 254,604 285,309 326,748 8.3% 11.3% 15.7%|
17 11,868 16,975 23,869 127,260 144,461 163,540 8.3% 11.8% 14.6%
18 16,592 22,408 32,228 132,686 145,866 166,388 12.5% 15.4% 19.4%
19 12,656 16,544 23,049 81,411 91,333 103,623 15.5% 18.1% 22.2%
20 10,921 16,731 20,647 118,937 137,827 150,056 9.2% 12.1% 13.8%
21 15,404 19,785 27,910 127,731 142,100 160,544 12.1% 13.9% 17.4%
22 21,215 24,257 32,231 154,340 169,685 186,960 13.7% 14.3% 17.2%
Not Assigned 326 393 - 104 2,312 1,336 170 14.1% 29.4% 61.2%
Total 397,230 574,518 827,722 | 23,077 3,307,256 3,783,341 13.6% 17.4% 21.9%

1/ FY 1999 exciudes 238,980 enroliees and 81,004 users whose priority levels had not yet been determined. This only

occurred only in FY 89 -- the first year of enroliment.

2/ These user levels do not account for all users of VA heatih care. Veteran users who are not required to enroll,

non-vetaran users, and the unpriaritized FY 99 enrolied users (footnote 1/} are not counted.

Source: End-of-Year Enroliment Files for FY 1989 - FY 2001

at the Austin

1 Center.
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AVERAGE AGES OF PRIORITY 7 ENROLLEES AND USERS BY VISN ~ FY 1999 - FY 2001
WITH COMPARISONS TO THE AVERAGE AGES OF ENROLLEES AND ENROLLED USERS IN PRIORITIES 1-6

Priorities 1-8 Enrollees

VISN 2001 1999 [ 2000 2001

1 2] 65 66 61 62 63 3 3 3

2 63 64 65 60 60 81 3 4 4

3 59 60 62 59 59 60 0 1 2

4 59 59 61 58 59 59 1 0 2

5 62 63 64 59 60 60 3 3 4

6 62 63 64 58 59 59 4 4 5

7 59 59 61 57 57 57 2 2 4

8 62 63 64 59 59 60 3 4 4

9 60 60 62 57 57 58 3 3 4

10 63 64 64 61 62 62 2 2 2

1 64 65 66 62 63 64 2 2 2

12 63 65 66 61 62 63 2 3 3

13 60 61 62 58 58 59 2 3 3

14 50 59 61 57 58 58 2 1 3

15 59 60 61 57 58 58 2 2 3

16 65 66 67 61 61 62 4 5 5

17 60 61 62 59 59 80 1 2 2

18 59 61 62 59 59 60 0 2 2

19 62 63 64 59 59 60 3 4 4

20 65 65 67 61 61 62 4 4 5

21 66 67 68 60 61 61 [ 6 7

22 63 64 65 59 60 61 4 4 4

Not Assigned 62 57 60 62 60 80 0 3) 0
Overall 62 63 64 59 60 €0 3 3 4

“Prioritles 1-6 Enrolied Users

Vi &
VISN 1999 2000 2001 1999 2000|2001

7 65 6 8 62 3 73 3 3 7

2 65 67 68 61 61 62 4 6 6

3 59 81 64 60 60 81 ™ 1 3

4 60 61 63 59 60 60 1 1 3

5 63 64 65 61 61 62 2 3 3

6 63 64 66 60 60 61 3 4 5

7 59 81 63 58 58 59 1 3 4

8 62 63 65 60 60 61 2 3 4

9 59 61 63 58 58 59 1 3 4

10 64 65 66 62 63 63 2 2 3

1 65 66 68 63 84 65 2 2 3

12 65 67 69 62 63 64 3 4 5

13 60 62 64 59 60 61 1 2 3

14 60 61 63 59 50 60 1 2 3

15 59 62 64 58 59 60 1 3 4

16 65 67 69 61 62 63 4 5 8

17 81 62 64 60 60 61 1 2 3

18 81 63 66 60 61 62 1 2 4

19 83 65 87 60 61 62 3 4 5

20 66 67 69 62 63 63 4 4 6

21 67 68 70 62 62 63 [ 6 7

22 84 66 68 61 61 62 3 5 6

Not Assigned 62 55 52 61 63 59 1 @) @)
Overall 63 65 66 60 61 62 3 4 2

Source: End-of-Year Enroliment Files for FY 1999 - FY 2001 maintalned at the Austin Automation Center.



40

o) uof ugsny sujje LODZ Ad - 6661 Ad 104 SO JuSW||oIUT JESA-JO-pU :8IN0g
%63 ¥6G'986'E 619’6662 %0'G9 166'2£G zres |t ZER'6L 960'LZC 690'/62 9ETEVL 86€'¥6 985'e A 6622 €107
%6°0F fz4 99 oL € Z £l 4 s L 0L 6 peubtesy JoN|
%E "8 2868 62L'¥81 8 L' 898 20174 206'Y 20T 29171 ise k<4
% EF 61926 ¥e9'2¢L 3 (473 058'9 9ze's PES'S 6¥6'c 0%t 88 821 24
%Z 88 £rv'ey 60v'6Z1 R7ag 005’y 9€6's 12 4 s92'c £2£1 89 0L 0z
K44 G6Y'SE 1808 114 ££8'G 806’ 609y 298’z w8 ot 9 1%
%69 996'29 09L'bEL (373 606'L 808°014 1289 Li0'? = 41 559 86 8
%l 2¥ 9€9'65 119'6€1L £S5 269'y 9L e8L's [0 4 'y 629 18 pi3
%l V¥ 266'2Z1 25774 Si6 62901 L8491 6EL'LL €108 85T eyl 343 a
%S 8 89Z'65 1£2'22) 096 £02°L1 22051 9809 856 9%z} 9208 26 Sl
%52 £19'82 154 ] 79 210'e ;71911 600' £89°} iy [:1¥4 el 143
%828 266'6E 000°9L 616 SYe'0L 296'g1 818's 850°¢ 6eg 95€ e €l
%€ 6 ou'S €66'91L 9E0°L 28l Lozl 652'9 L9e SZ' 885 99 ZlL
%E' Ly L9L'95 819'811 1¥8 0601 [z8'vL 698's LIBe 188 S09 28 43
%t Ly 296'6% £99'P0L 28e B.6'G 9ze's Ls'e 98T SOH'E 8eY s oL
%C Sy 229's9 £2E'5YL €6V 200'9 182’0 582'9 vel'y [2::39 ShL 031 6
[%1°2S 2T6'6¥L 198182 6V6'T 82'82 L0 6122 ¥58'e 152 960°L p11 8
%9’ LY EES'EL 68°9L1L 0z Prag:d 652'EL 1882 £¢5'9 v8L'T 0L 801 L
%22k 158'v9 LI0'ISL 224 85’ 2.5 989L' L8 06L't Lig oL 9
%05y 80V'EE 121523 i€ [ d 218's 8L0'e 869 Loe't S6¥ 9% S
Y%l YG z69'48 15z'091 £8y'L 858'6L 9’9z S9Z'6 9zz's 99'L 0zL Ll 14
%655 29'29 L9B'LLL 10T 02042 £92'v2 8196 P06°G 244 256 €6 €

094 B¥5°L 28401 8pS's 909'¢ Lzv'l 89S 173 <
901} L6Z°€L FLL8L 2es'L 980'F LIE'L S66 96 3

%I EY 0v0'198°L  Z8L°S9ZY %2 49 ¥rZ'000°) Iz V52 G90'L0F SZB'6YS 18E°82€

%988 213 21y %968 ¥ob el €L 891 ;143 :74% 9z
%8'GE L0028 LE0'EVT %989 €25'8E TET6L 9 [5:1%4 250'91L S0E'0E &Y'
%8 07 6£8'8L 66156} %} S 92£'98 9ZT'L9 X4 81T S5L'GL e 299°€)
%9 Ve 989'o 989'061 %9' LY 26L'92 62295 zELL 9580} 895'v1 veg'Ll
%9°6E 291'9p el [%6'vS 066'GZ S9E'LY €20k LIS'0L aGsr'rL £69'6
%L €Y Tro'o8 6L6'V8L %955 988've 06229 1288°L SZLplL 9z2'61 99zl
%6°6E S£°08 PES'LOT %1 9% 60€'2Z sre'sy 066 e8v's 1828 880°0F
%028 98¥'001 8p'zee %2 6% o4 6v2'00L |2l 299’1 Lrs'sL 09692 18912
Ye¥ v 6YG'PL 296291 %209 ws'er 850'02 29 LS¥' 2 3:74 4 90L'eL
%E LY 6b0'9¢ 21573 %E"0L 6le'se LET05 3 VgL :1k4 23 2461 'L
%8 LY [:r 7914 L18'66 %2 99 66'2F 62679 € 604°L LES'9L 68L'% 89601
%65t 88¢'08 (5710 %L°09 002'85 256'S6 22T EL'eT yrLee Le8'2L
%2 eV 8lErL 250'2L1 %985 L18'ey 600'S2 0891 196°ZL 99EYT 61624
%Y eV 869'0L 2e8'291 %S'LS £2¢'82 £66'7S €6 6T 16091 £69'0L
% TV £28'8 6£9'20Z %106 oov'le 04429 Ll SBY'LL 98'81 0bEL
0088 | £ >4 629'9F 10£°06 piiN4
ELL'Y8 € 68l 160°L 8€6'€C zio'al
e’z we'L =o't 8102 Liv'pL
90685 € 48 oL 1ze'oL 'L
0L5ZeL 280'c Z2e8'vE z80'4 T
orz'esl |¢ 9e6'y E9'sy veLvs S0L'LE
826'LL 2L 822's1 0Lz 26571

120'e2

91 $3ILRIORId 01 SNOSRIVANOD H1IM
dNOYD IOV ANV NSIA A8 SHIASN ANV SIITTOUNT 2 ALINOIMNd LOOZ A4

T vess | vico | wess | vosy ywoE ] vese Sz> NSIA
H]||_||_|H_||I|..§o B

24 Z£5'601  66V'6% 6SE°0 IR
g6 €51 98 6Z peuBissy 1oN|

046°TL 6929 3Ly 469 t<4
642'0) LELY EW'Z 6EE (¥4
ovs's ws'y prik-s (134 oz
i3 6897 €£L') 491 61
Z€L's soL'e wi'e 81z 8l
960'6 (4184 2zs'T 902 ik
698'24 18’9 13744 [24 4 9
26E'6 189 180 i0e Sk
208'7 88l 816 <8 b
99.'9 9I£T 109's 92 €l
69€'ZL 595’y 199 962 2l
£E5'0L pas-a4 9%6LT 492 L
61E'6 f4x44 Fr44 Vil oL
920’1 p7i%4 LT €ce 6
z1e'vt §16°9 s6b'e zce




41

PRIORITY 7 AVERAGE ANNUAL COST PER USER -~ FY 1998 - FY 2001
WITH COMPARISONS TO AVERAGE ANNUAL COST PER USER FOR PRIORITIES 1-6

Note that the average cost for a Prit it one-third the avera
qrity 4 Prlority 7 Cost par User
FY 1989 FY 2000 FY 2001 of
Total Cost Cost per| Total Cost Cost per| Total Cost Cost per|
VISN $000 Users User $000 Users User $000; Users User.
1 $39,142 18,031 $2,171 $52,174 28,885 $1,806 $83,774 46,757  $1.792
2 25,252 15,845 1,504 32,778 21,156 1,549 56,568 30,265 1,869
3 91,690 30,809 2,298 126,814 54,641 2,321 140,155 66,830 2,097
4 46,145 31,084 1,485 62,468 46,410 1,346 92,395 64952 1,423
5 16,938 7,933 2,135 26,152 12,991 2,013 40,782 17,956 2,271
6 31,975 15,801 2,000 41,577 20,830 1,996 56,358 28,634 1,868
7 44,852 22378 2,004 57,378 30,708 1,863 82,583 40,766 2,026
8 51,657 26,141 1,978 71,059 47,688 1,480 133,821 85413 1,567
9 30,776 18,052 2,045 40,165 20998 1,913 61,748 30,222 2,043
10 20,982 13,584 1,547 28,280 16,773 1,686 41,074 22,941 1,780
1 36,157 17416 2,076 49,634 25553 1,842 72,623 38,521 1,893
12 51,291 22,768 2,253 61,520 28,743 2,140 86,068 40,818 2,109
13 26,443 11,852 2212 40,378 25268 1,568 60,041 37,802 1,585
14 14,608 12379 1,180 28,383 18,028 1,575 48,527 25236 1,923
15 31,891 16,592 1,822 44,993 26,305 1,710 68,139 39,116 1,742
16 43,425 21,233 2,045 63,847 32358 1,967 101,302 51365 1,072
17 24,454 11,858 2,062 33,604 16,975 1,980 50,845 23869 2,130
18 28,822 16,592 1,737 39,478 22408 1,762 63,789 32,228 1,979
19 26,480 12,656 2,002 30,800 16,544 1,850 45,157 23,049 1,950
20 23,457 10,921 2,148 33,567 16,731 2,008 48,428 20,647 2,346
21 31,602 15404 2,082 42,619 19785 2,154 57,346 27910 2,085
22 49,679 21,215 2,342 51,478 24257 2,122 73,637 32,231 2,285
[Not Assigned 3 326 1,788 394 393 1,004 133 104 1,278
otal $788,301 307,230 $1984] $1,059,140 574,616 $1,844 | $1,565590 827,702 §1,891

Total Cost Costper| Total Cost Cost per| Total Cost Cast per|
VISN $000; Users User $000 Users User ($000) Usars User
$§717,456 115119 $6,232 §775,339 123,788 $6,263 708,519 131,589  $6,068

365,229 67452 5415 389,224 71,938 5411 433,889 76,832 5,644
835853 104,601 7,981 869,208 106,803 8,138 908,372 111,961 8,113
738,386 136,896 5,394 801,899 148,151 5413 853,597 180,257 5326
422,451 84679 6,532 459,026 68,196 6,731 503,425 74174 6,787
684,180 124,300 5,504 740,877 137,036 5406 810,376 151,071 5364
793,072 147,501 5377 871,855 163413 5335 964,158 176,884 5450
1157,426 227177 5096 1,268,185 257,585 4.923| 1407,923 287,867 4,891
678,603 123,316 5504 716,736 134684 5322 759,810 145327 5228
10 499,574 88,482 5646 548,082 97,108 5644 585227 104,883 5687
1 608,277 101,571 5989 649216 108,968 5958 680,035 118,678 5814
12 772438 111432 6932 792483 113,424 6887 834,997 116,983 7,137
13 380,548 61,398 6,198 400,465 67,503 5933 432,003 76,000 5,697
14 260,648 48,104 5418 203,957 51483 5710 302,024 54450 5,547
15 550,507 104,743 5342 591,326 114,215 5177 626,889 122,237 5128
16| 1,174,493 233371 5083 | 1276712 252851 5047 | 1,392,104 275383 5055
17 625,080 115402 5417 674,221 127,486 5289 748,023 138,671 5,356
18 529,131 116,084 4,558 591,612 123458 4,782 684,961 134,180 4,956
19 373,820 68,755 5437 403,876 74,788 5,400 444,461 80,574 5516
20 607,940 108,016~ 5628 660,812 121,008 5457 740,705 129,409 5724
21 727,955 112,327 6481 765614 122,315 6,258 846,857 132,634 6,385
22 880,796 133,125 6,616 145428  6,181| 1,013,017 154,720 8,547

@R NDO A WON

Not Assigned 16,324 1,988 8,220 1 2022 201 66 3,038
Total $14,400,284 2515847 _$5.727 | §15441,503_ 2,732,740 _$5,651 | $16.772,343_2,955619_ $5,675

Note: These costs exclude items riot in the Enroliment Benefit Package such as State Home, CHAMPVA, Miscellaneous
Benefits & Services. They also excludes capital.

Source: End-of-Year Enroliment Files for FY 1999 - FY 2001 maintained at the Austin Automation Center.
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PRIORITY 7 AVERAGE OVERALL COST PER USER AND AVERAGE OUTPATIENT PHARMACY COST PER USER
WITH COMPARISONS TO AVERAGE COSTS FOR PRIORITIES 1-6

costs

FY 1999

h:

19% of
9

the overall average cost for P7, but only 11% of the overall average for P1-6. By
he overall average cost for P7, but the P1-8 percenta
e

VISN Overall | Rx Only | Rx/Overall] Overall | Rx Only [Rx/Overall| Qverall | Rx Only | Rx/Overall] Overall] Rx Onl;

1] $2171 $367 17%| $1,806 $333 18%| $1,792 $511 29%|-16.8% -9.3%| -0.8% 53.6%)

2 1,594 308 19%| 1,549 408 26%| 1,869 589 31%| -2.8% 32.5%| 20.7%  44.2%|

3 2,208 489 21%| 2,321 486 21%| 2,097 612 29%| 1.0% -0.6%| -9.7% 26.0%

4 1,485 346 23%| 1,346 373 28%| 1,423 534 38%| -9.4% 7.8%) 57% 43.3%

5 2,135 324 16%| 2,013 281 14%| 2271 624 27%| -5.7% -13.3%| 12.8% 122.2%)|

6 2,000 338 17%| 1.996 348 17%| 1,968 535 27%| -0.2% 3.0%| -1.4% 53.8%

7 2,004 402 20%| 1,863 445 24%| 2,026 686 34%| -7.0% 10.7%| 87% 54.2%

8 1,976 322 16%| 1,490 294 20%| 1567 502 32%| -24.6% -8.7%f 5.2% 70.8%|

9 2,045 381 19%| 1,913 401 21%| 2,043 656 32%| -6.5% 5.2%| 6.8% ©3.5%

10 1,547 268 17%| 1,686 330 20%| 1,790 539 30%| 9.0% 23.1%f 6.2% 63.3%)

" 2,076 417 20%| 1,942 458 24%| 1,803 646 34%| -6.5% 9.8%[ -2.5% 41.1%

12 2,253 352 16%| 2,140 423 20%| 2,109 613 29%| -5.0% 20.2%| -1.4% 45.0%

13 2,212 344 16%| 1,598 200 19%| 1585 414 26%|-27.8% -13.1%| -0.8% 38.4%|

14 1,180 262 25%| 1,575 559 35%| 1,923 760 40%| 33.5% 91.4%|22.1% 38.0%

15 1,822 475 25%| 1,710 442 26%| 1,742 687 39%|-11.0% -6.9%| 1.9% 554%)

16 2,045 369 18%] 1,967 41§ 21%| 1872 624 32%| -3.8% 12.5%| 0.3% 50.3%

17 2,062 381 18%| 1,980 437 22%| 2,130 616 20%| 4.0% 14.7%| 76% 41.1%

18 1,737 350 20%} 1,762 364 21%| 1979 536 27%| 14%  4.0%| 123% 47.2%

19 2,082 429 21%} 1,880 463 25%| 1,959 654 33%|-11.6% 79%| 59% 41.3%

20 2,148 354 16%| 2,006 331 17%| 2,346 544 23%| -6.6% -B.5%| 16.9% 64.5%|

21 2,052 314 15%| 2154 341 16%| 2,055 484 24%| 5.0% 8.6%| 4.6% 42.1%

22 2,342 338 14%} 2,122 365 17%| 2,285 575 25%| -9.4% 8.0%| 7.7% 57.5%

Not Assigned 1,788 1,004 1,278 0 -43.8% 27.3%

Total $1,984 $370 19%| $1,844 $393 21%| $1,891 $581 3% 71% 62%| 2.5% 47.9%

FY 1999

FY 2000

FY 2001

FY 2000

VISN Overall | Rx Only | Rx/Overall] Overall | Rx Only | Rx/Overall| Overall [ Rx Only JRx/Overall| Overall[ Rx Oni

1] $6,232 $645 10%f $6,263 $554 9%]| $6,068 $577 10%| 0.5% -14.1%[ -3.1%  4.2%

2 5,415 576 11%] 5411 844 12%] 5,644 649 1M1%| 0.1% 11.8%| 4.3% 0.8%

3 7,891 765 10%} 8,138 755 9%| 8,113 714 9%| 18% -1.3%| -03% -55%

4 5,394 583 1% 5413 634 12%| 5,326 671 13%| 04%  8.7%| -1.6% 59%

5 582 9%l 6,731 513 8%| 6,787 684 10%| 3.0% -11.9%| 08% 33.4%

6 695 13%| 5,408 681 13%| 5364 759 14%| -1.8% -2.0%| -08% 11.5%

7 692 13%| 5,335 721 14%| 5450 756 14%| 0.8% 4.2%| 22% 4.9%

8 556 11%| 4,923 576 12%| 4,80 617 13%| -34% 3.6%f -0.7% 7.2%

9 678 12%| 65,322 725 14%| 5,228 752 14%| -3.3% 8.9%| -1.8% 3.7%)

10 592 10%| 5,644 620 1%| 5887 850 11%| 0.0% 4.7%| 0.8%  4.8%)

" 703 12%| 5,958 724 12%| 5814 740 13%| -0.5% 3.0%{ -24% 22%

12 843 9%| 6,987 695 10%| 7,137 886 10%[ 0.8% B1%] 21% -1.4%)

13 802 10%| 5,933 642 11%| 5,697 559 10%} -4.3% 6.6%| -4.0% -12.9%

14 835 16%| 5710 935 18%| 5547 858 15%| 54% 12.0%| -29% -8.2%

15 812 16%| 5177 718 14%| 5,128 735 14%) -3.1% -11.6%| -0.9% 2.3%

16 676 13%| 5,047 721 14%} 5,055 783 15%| 0.3% 8.7%| 0.2% 5.8%

17 638 12%| 5289 705 13%} 5.356 766 14%] 24% 10.5%| 1.3% 8.7%

18 581 13%| 4,782 582 12%] 4,956 835 13%] 51%  0.2%| 34% 91%

19 719 13%| 5400 726 13%] 5516 74 13%| 0.7% 0.8%| 2.1% 2.2%

20 691 12%| 5,457 658 12%| 5724 687 12%| -3.0% -4.8%| 4.9% 4.5%

21 570 9%| 6,259 562 9%| 6,385 578 9%| -34% -1.4%| 20% 29%

22 817 9%| 6,181 688 11%] 6,547 706 11%| -66% 11.5%| 59% 27%

[Mot Assigned 2,022 3,038 -75.4% 50.3%

Total $650 11%] $5,651 $666 12%| $5,675 $694 12%| <1.3%  2.5%| 04% .2%|

Sources: 1) End-of-Year Enroliment Files for FY 1998 - FY 2001 maintained at the Austin Automation Center.

2) Qutpationt Pharmagcy Costs are from the VA's Allocation Resource Center, Braintree MA.
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PRIORITY 7 AVERAGE COST OF USERS UNDER 65 YEARS OLD COMPARED TO THOSE AGE 65 AND OVER
WITH FURTHER COMPARISONS TO AVERAGE COSTS FOR PRIORITIES 1-6

For P1-6, the over-65 average cost was almost aiways higher for than the under-65 average cost. However, for P7, the over-65

average cost was less than the under-65 avera

for a number of VISNs and nationall

FY 1999 FY 2000 FY 2001
VISN Under Age 65 Ee 65+] All Ages Undar 85] Age 85+ | All Ages Under Age 65' A§s 65+] All Ages
1 $1,985 3$2294 352,171 $1,905  $1,754 $1,808 $1.888  $1,752 $1,792
2 1,226 1,874 1,594 1,270 1,733 1,549 1,615 2,019 1,869
3 2,588 2123 2,208 2,563 2,202 2,321 2293 2,019 2,097
4 1,374 1,555 1,485 1,362 1,338 1,346 1,561 1,374 1,423
5 2,092 2184 2136 1,909 2111 2,013 2196 2,326 2,271
6 1,653 2445 2,000 1,676 2,360 1,906 1,887 2,036 1,968
7 1,942 2,087 2,004 1,851 1,878 1,863 1975 2,067 2,026
8 2112 1,881 1,976 1,681 1,395 1,490 1,766 1,491 1,567
g 1804 2,312 2,045 1,724 2,009 1,813 1,857 2,192 2,043
10 1442 1,669 1,547 1,631 1,731 1,688 1,983 1,682 1,790
1" 2150 2,022 2,076 2112 1,846 1,942 2172 1,768 1,883
12 2311 2217 22583 2,243 2,090 2,140 2,358 2,007 2,109
13 1,907 2,382 2212 1,581 1,606 1,598 1,611 1.575 1,585
14 1,325 1,113 1,180 1,756 1,512 1,575 2,232 1,839 1,923
15 1,931 1915 1,822 1.805 1,667 1,710 1,878 1,682 1,742
16 1941 2,198 2,045 1,886 2,059 1,967 2,025 1,929 1,972
17 1,899 2,288 2,062 1,874 2,103 1,980 2,003 2,165 2,130
18 1,626 1,836 1,737 1,614 1,878 1,762 1,820 2,019 1,979
19 1977 2192 2,002 1,784 1,898 1,850 1,901 1,995 1,959
20 1872 2521 2,148 1,891 2,138 2,006 2,258 2,424 2,346
21 1986 2,115 2,052 2,029 2,271 2,154 2,038 2,067 2,055
22 2228 2515 2,342 2,030 2,237 2,122 2,369 2,205 2,285
Not Specified 1622 1962 1,788 898 1,239 1,004 1,054 2,067 1,278
Total $1,923 $2,038  $1,984 $1848 _ §1,841 $1,844 $1,982  $1,843 $1,891

FY 1999 FY 2000 FY 2001
VISN Under Age 65] Ea 65+] All Ages Under Age 65 A§e 85+ | All Ages Under Age 65 A§e 85+| All Ages
1 $5.762 $6,609 $6,232 $6,003 $6,508 $6,263 $5,951 §$6,171 $6,068
2 4,686 6,088 5,415 4,874 5,902 5411 4,991 6,237 5,644
3 7.921 8,052 7.991 8,233 8,060 8,138 8,258 7,999 8,113
4 4,892 5,884 5,394 5,337 5,481 5413 5,410 5,257 5,326
5 5780 7,536 6,532 6,056 7,807 8,731 6,301 7,380 6,787
6 4610 6,798 5504 4,679 6,429 5,408 4,740 6,201 5,364
7 4,659 6456 5377 4,753 6,182 5,335 4,908 6,214 5,450
8 ‘4727 5502 5,006 4,664 5,188 4,923 4654 5,109 4,801
9 4573 6695 5504 4,517 6,327 5,322 4,683 5891 5,228
10 5298 6,088 5646 5,441 5,886 5,644 5,606 5677 5,687
1" 5469 6,621 5,989 5,571 6,413 5,858 5,650 5997 5,814
12 6,481 7426 6,932 6,627 7372 6,987 6,986 7,293 7137
13 5,357 7,008 6,198 5,161 6,654 5,933 5,162 6,188 5,697
14 5171 5,660 5418 5,551 5,857 5,710 5,531 5,561 5,547
15 4,886 5,870 5,342 4,827 5,570 5,177 5,002 5,263 5,128
16 4,576 5644 5033 4,667 5.548 5,047 4,829 5338 5,055
17 4,835 6227 5417 4,766 8,014 5,289 4,767 6,146 5,356
18 4,011 5219 4,558 4,292 5,381 4,792 4,441 5,540 4,956
18 4935 6110 5437 4918 6,033 5,400 5205 5811 5,516
20 4,926 6807 5628 4,848 6,474 5457 5,180 6,603 5724
21 5802 7412 6,481 5,704 7.012 6,259 5843 7,001 6,385
22 6,048 7816 6618 5,560 7,240 6,181 5970 7475 6,547
Not Specified 8,526 10,131 8,220 1,936 2,099 2,022 3,616 2,209 3,039
Total $5,156  $6,433  $5,727 $5,189 $6,202 $5,651 $5,323  $6,072 $5,675

Source: End-of-Year Enroliment Files for FY 1999 - FY 2001 maintained at the Austin Automation Center.
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PRIORITY 7 INPATIENT AND QUTPATIENT RELIANCE
WITH COMPARSIONS TO INPATIENT AND OUTPATIENT RELIANCE FOR PRIORITIES 16

Reliance is defined as the number of days or visits in a VA facility reported by an enrollee divided by the sum of days or
visits in VA and non-VA facilities. If an enrollee’s inpatient care was provided entirely by the VA, then his/her reported
inpatient reliance is one. if an enrollee’s inpatient care was provided entirely outside the VA, the reported inpatient
reliance Is zero. If an enrollee reported na hospitalizations at all, then the reliance is undefined. Thus, only enrolleas
who utilize some care (in VA or non-VA) have a reliance for a particutar setting (inpatient, mental health facility, nursing
home, or outpatient).

Source: 1999 VHA OPP Survey of Veterans

Priorities 7 Priorities 1-6
Inpatient I Ougatisntl Inpatient | Outpatient Inpatient | Outpatient] | Inpatient | Outpatient]
VISN Age <=64| Age <=64 Age >=85 | Age >=85 Age <=64| Age <=64| | Age >=65| Age >=65
1 65.88% 70.54% 24.14%  67.42% 46.52%  84.27% 56.88%  79.89%
2 8.29% 75.32% 11.04%  58.13% 70.48%  79.95% 65.85%  80.62%
3 24.76% 48.39% 10.79%  57.16% 58.08% 75.64% 41.49%  81.50%
4 0.00% 73.08% 13.28%  62.24% 2852%  81.66% 43.31% 80.21%
5 0.00% 57.82% 13.17%  60.52% 8211%  87.27% 59.06%  85.68%
8 14.02% 67.88% 21.72%  70.40% 57.01% 76.16% 64.79%  76.22%
7 18.44% 72.30% 21.93% 66.78% 57.83%  77.16% 56.27% 77.38%
8 11.50% 64.38% 18.98%  64.93% 55.77%  81.29% 40.69%  80.42%
2 33.57% 55.06% 11.16%  66.44% 58.80%  79.24% 59.45%  87.41%
10 38.63% 79.06% 0.00%  65.75% 56.77%  84.49% 38.88%  81.98%
1" 21.75% 46.23% 6.78% 63.78% 7212%  85.09% 4549%  81.25%
12 0.00% 73.56% 12.31%  69.35% 68.14%  87.63% 66.93%  82.08%
13 41.95% 69.85% 34.80%  68.09% 84.85%  84.92% 60.31%  81.44%
14 43.61% 72.91% 9.15%  48.43% 6229% 82.71% 61.29%  81.56%
15 4.06% 71.96% 19.63%  68.59% 69.01%  84.05% 42.96%  80.25%
16 39.41% 72.57% 37.74%  77.65% 63.44%  83.25% 57.561%  79.80%
17 57.21% 74.07% 484% 67.30% 5§3.28%  81.78% 68.45%  77.43%
18 11.89% 79.60% 19.78%  61.91% 75.67%  79.29% 59.15%  82.69%
19 33.80% 55.09% 2761%  58.88% 70.36%  82.88% 61.54%  80.48%
20 8.83% 57.80% 30.62%  57.49% 60.40%  79.93% 52.88%  77.95%
21 8.77% 66.72% 490% 65.18% 70.95%  86.51% 58.99%  85.38%

22 240%  75.27% 2229%  63.00% 87.01%  88.89% 61.82%  81.66%



Note: Excludes Readjustment Counselir
Age
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PROJECTIONS OF PRIORITY 7 HEALTH CARE USERS (UNIQUE FATIENTS) BY VISN AND AGE GROUP — FY 2002 -FY 201¢-
WITH COMPARISONS TO PROJECTIONS FOR PRIORITIES 1 -6

Priority | WISN
F7 <65
65+ . “
1 Total 53,860 68,558
7 <65 18,715 23,651
65+ 20!
2 Total A8.714E3,05 56 468 B3 R, 176 85,670
3 1<65 45736 50,030 54,190 57,593 60,195 61,79 63,123
65+ 66,223 923 74237 76585 78266 79,66 81,081
3 Total 99,8871 46150988 AR 43T AR e T IAE AR 41 439 144,304
Ti<65 22,018 24,566 26,828 28,867 30666 32114 33,006 7
65+ 48621 | 85211 | 60481 €4582 6775 70227 72317
4 Total X 76,768 TBTA08 03460 G845 05,341 108413
Fi<65 12326 14586 16608 18518 20,184 21668 22,862 23,870 24,614
65+ 13313 15540 17492 19185 20688 22015 23289 24438 25551
5 Total , X 89946875 43,688 46,181 48,300 5D j66
© <65 28244 82007 35444 08,585 41,320 43,6711 45431 46,862
55+ 23031 25592 27807 20738 31477 36,348
5 Total ; , 75 83,230
71<66 24082 26,323 92239 35808 30,302 42,366 47,065 48,657
65+ 37,815 40864 43,654 49,086 51603
7 Total Y ; ; ) 3 X 480
B <65 30,827 96,177 41576 46,585 51,220 56,381 63,767
65+ 107,630
8 Total 68,050 X ; ;
9 |<65 22,773 27,018 30749 34,164 37,270 30,033
65+
9 Totat 43345 AG,864 86 488 65,568
10 {<65 13712 16864 {8,781 20573 23,577
65+ 106 21412 23338 249
10 Total BT R80T A6A88 AR 81047 163 48,981 85 402
17| <65 19533 22886 25884 28642 31082 33227 34891 96,258 87,231
65+ 30 36,308 00,
11 Total 64,948™""68, 77773639 8046683631
12 <65 25209 28,0686 31,184 33,652 35,733 38,528 3
65+ 36794 40254 09 45,380 297 7.
12 Total 63,008 BR800 TA2YE TG 048 85,058 68,846
13 (<65 18051 20,258 22,150 23,841 25267
65+ 28935 30990 32500 33,650 34,325 995
13 Total X X : 54,689""57, 461 50,663 ;
4 <66 8690 10024 11,189 12,187 13066 13,786 14,860
65+ 19676 21416 22633 23419 23913 24,190
14 Total ; X y X X
15 |<65 22803 26026 26,806 31,263 33,978 .
65+ 30804 33965 36490 38487 40,115 42812 43918
15 Total X ; X . 0,781 73,491 79,048 81,658
16 |<65 31,848 07,340 42,313 46,861 50079 54,615 50961 61,608
65+ 47,597 50862
18 Total 2 A A A
17 {<65 20004 22715 252004 27,440
65+
17 Total 3173957 081 X f
18 | <65 16947 19178 21211 23,080 24,800 28261 27423
65+ 8918 30361 31,722
18 Total 37,747 AR 509 AR T B0 4% B3 718 88815 50,148
19 <65 13715 15801 17647 19,348 20,860 22186 23,140 23916
65+ L 1etsg 1
19 Total 25,603 33900 ST 5A5 B84 TTAS 286 4B B0 AT 587 49,280
0 |<65 18003 21104 28841 26327 28514 30425 31,31
65+ ) 21,267 25986 27947 29715 31445
20 Total 38438 AR EIT AT 88 53313 8B 461 60,140 63,378
21 |<65 74558 26916 26976 30,708 31,842
65+ 29246 31720 33860 36729 37,563 2 701
21 Total 48,377 E3 804 5RE8T 63896 66,437 69,406 . 73,081 . F4,74F
22 |<65 26251 28,806 31,148 35,174 34,007 6,185 57,154 37,769
65+ 27,567 30882 33362 38771 37030 40002 41879 43,638
22 Total ; X ; X 8457583 76187 76,683 81,407
7 Total 1,060,482 1,217,860 1,355,055 1,468,084 1,566,165 1,662,640 1,723,798 1,783,091 _ 1,831,719
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. PROJECTIONS OF PRIORITY 7 HEALTH CARE USERS {UNIQUE PATIENTS) BY VISN AND AGE GROUP - FY 2002 £Y 2010
. WITH COMPARISONS TO PROJECTIONS FOR PRIORITIES 1 -8
Note: Excludes Readjustment Counseling, budget adjustment for Tricare For Life (starting FY 2002) and impact of $1,500 deductibie (starti g FY 2003).
Age
Priori VISN Group FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2008 FY 2018
P1-6 1 {<65 68,733 71,343 73,536 75,202 78,352 76,889 76,813 75.856 74,620
65+ 83,543 83,263 82,612 81,978 81,175
1 Total A A 3 A A A
2 1<65 41,169 41,859 42,398 42,595 42,549 42,110
65+
2 Total 85,980 86,426 86,239
3 1<65 56,427 57,659 58,447 58,975 59,025
65+ 79,311 79,851 79,478 78495 77,248
3 Total 135,738 137,410 137.925 137,469 136,274 129,641
4 1<65 72,480 74,103 75,360 76,208 76,472 74214
65+ 96718 97TMT 97358 96,857 345
4 Total 170,822 172,807 173,566 173,329
5 |<685 61,713 52,652 53,330 53,631
65+ 37,793 40,077 40,559 40,748 40,830
5 Total X 91,7 1 94,078 94,461
6 {<65 95,105 99,183 102,608 105,559 107,948 109,518 110,314 109,870
65+ 76471 77901 77,707 78,378
SToml | _ X . , , : 247
7 {<65 106,825 108,876 110,716 111,977 112,516 112,221 110,010
85+
7 Total 190,618 195,957 199.918 202,657 204,411
8 <65 138,273 139,457 142,186 144,232 145,504 145,799 144,801 140,821
65+ 00 163,400 167,048 168,664 168,918 167,932 30
8 Total 293,276 302,857 309,234 312,896 314,422 314,256 312,733
9 1<65 86,546 89,505 91,799 93,613 94,867 95,492 95,393
65+ 79076 77066 78173 7RE0B 79210 79,648
9 Total | 68,865 171,786 173,673 174,703 175,039
10 1<65 68,362 70,180 7"M731 72,896 73,635 73,583
B85+ 57,711 59,311 60,188 60,633 60,872 61,084
10 Total X X , ,528 134,406 134,847
11 1<65 75,036 77,293 79,198 80,626 81,381
85+
11 Total i )
12 1<65 69,831 70,874 71,765 72,252 72,235 71,665
85+
12 Total 136,112 137,532 138,204 138,200 137,670
13 {<65 39,440 40,357 41,010 41,466 41,609
65+ 20609 40757 40621 40,220
13 Total 80,049 81,115 81,631 81,686
14 1<65 29,742 30,613 31,060 31,458
65+ 29,190 29127 28863 28,364
14 Total X X 59,913 59,822 59,459 57,278
15 {<65 71,596 73,139 74,427 75,297 75,695 73,863
86+ 041 63,366 63,313 63,032 62,345
15 Total X A A X A ,207
16 <65 176,671 181,426 185,320 188,225 189,591 186,369
85+
18 Total 314,504 323,355 329,718 R
17 {<65 94,067 97,176 99,563 101,332 102,195 102,216
65+ 69,698 71,707 72,954 73,656 74,241 74,793
17 Total 183,762 168,884 172,517 174,988 176,436 177,010
18 (<65 80,083 81,300 82,245 82,758 82,802 79,770
65+ 67,837 68341 68479 68327 68064 67,795
18 Total 147,700 149,641 150,724 151,086 150,865 148,986 147,566
19 1<65 55,291 56,838 58,040 58,817 59,221 58,695 67,028
65+ 39,781 40,333 40,564 40,668 40,667 40,802 41,106,
19 Total X ) X X ,888 99,588 99,034
20 1<65 93,150 96,474 99,161 101,081 102,217 102,196 101,236
65+ 045 67,120 68289 69455 70,721
120 Total ! X A X X K 957
21 1<65 85,356 87,517 89,018 90,055 90,486 90,166 89,101 87,438 85,232
65+
21Total 1 [T 150,937 154,983 157,611 159,085 159,598 A X
22 1<65 121,392 124,486 126,684 128,146 128,768 128,493 127,079 124,961 122,237
65+ .....13,789 77,767 80,719 82,740, 1,
22 Total 195,180 202,262 207,403 210,886 212,920 213,768 213,502 212,305 210,408
P1 - § Total 3,256,645 3364426 3440514 3490642 3,5618958 3,520,192 3,604,257 3,507,062 3,481,721
Grand Total § 4317127 4582287 4,793468 4,950,626 5087,123_ 5,181,832 5,048,055 5,200,354 _ 5,313,430
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. PROJECTIONS OF PRIORITY 7 ENROLLEES BY ViSN AND AGE GROUP — FY 2002 FY 2010
. WITH COMPARISONS TO PROJECTIONS FOR PRIORITIES 1 -6

Age
Priority | VISN | Group | FY2002 | Fv2003 | Fy2004 | Fy200s | Frzoo6 | rr2o07 | kvaoos | Fvao0e | Fyzo10
P7 1 {<85 40,064 45,888 50,661 55,038 58,877 82,012 64,234 65,856 66,917
65+ ..B5960 75952 84,217 90,974 96,382 100800 104688 107,863 110435
1 Total 121,639 134,878 146,013 ¥ , 3 3,718 177,362
21<65 45,537 49,763 53,34 56,198 58,294 59,555 60,383 60,697
65+ 60,972 61,854 62,497‘
2 Total 88,278 ; X X ) 184
3 165 84,239 102994 110,236 116,017 120,238 122,564 123,822 123,969
65+ wanzea 1 144515 151,863 1568
3 Total 205643356 148347 810 36N, 108 BB 618580 476 265,853 269,081
4 1<65 58,010 64,975 71,180 76,741 81,533 85,421 88,104 90,235 91,503
65+ 111,640 122,132 130,288 136,586 141,481 145,817 148,506 150,931
4 Total 367,624 318,118"" 926802 758 721 153434
5 1<65 55 36,235 39,202 41,777 43,824
65+ 31,344 34,386 37,083 39,466 41,752
5 Total X ; . g ’
6 <65 80,228 65,606 70,404 74,557 77,839
65+
6 Total 110,942 . ¥ X 327
<65 71,752 79,174 86,001 92,055 96,998 101,205 104,807
65+
7 Total 134,512"""148. 567" 1B0,646 171,643 B 826 190,572 198,560
B 1<65 84,348 93568 102,101 109,617 115512 120,620 124,502
65+ 0! 9: 180,103 187,400 193,870 199282 044
8 Total 243,400 264,524 282,204 287,017 309,482 318,902 328,546
9 <65 55,349 61,216 66,497 70,976 74,502 77,303 79,431
65+ 54,607 58,854 62,701 66,450 69,957 73,254
9 Total X . X Y 40,958 147,380"" 52,685
10 |<65 40,014 43,208 46,155 48,648 50,531 52,011 53,064
65+ 57,247, 59,362 |
10 Totat X ! . 458
11 1<85 49,210 53,933 58,053 61,617 64,333 66,502 68,019
65+ 1,195 78418 81,43: 9 |
11 Total 110,766 120,857 129,248 136,553 142,761 147,934 152,208
12 3<B65 58,997 64,108 88,551 72,204 74,869 76,920 78,148
65+ 78,646 84342 88970 92,813 96,272 09,121 101,696
12 Total 137,643 148,449 157,521 165,017 171,142 176,041 179,843
13 1<65 37,005 40,420 43,342 45,779 47,526 48,862 49,666
65+ 59,036 62,154 64,374 66,015 67,482
13 Total 2,574 107,716 111,794 115,001 35
14 1<65 26,007 27,786 29,168 30,129 30,761 31,189
65+
14 Total 70,558 74,327
15 1<65 777 51,331
65+ 459 67,162
15 Total 108,236 118,405 138 204" Y35 5887 835 43,076 145,455
18 1<65 83,564 92,009 99,613 106,287 111,623 115,959 119,277
65+ 77,622 85,849 92,606 98,7 e 110,328 115,645
16 Total 181,188 177,858 195,518 B05.067 246,370 236,387 344,653
17 §<65 36,665 40,808 44,760 48,04 51,218 53,641 55,626 57,155
65+ 30,726 34665 38,174 41,352 44270 47161 49,903 52,562
17 Total X ) X ) X X 108,717
18 |<65 39,418 42554 45,573 48,011 49,960 51,418 52,522
65+ 62,756 |
18 Total , £ . 278
19 1<65 37,413 40,169 42,520 44,287 45,892 46,707
165+ 0
19 Total 71,108 77,043 83,173 68,591 §0,401 3,660 86,437 |
20 {<65 48,520 53,068 57,026 60,406 63,046 65,100 66,548
65+ 42,690 45,836 50,543 53,889 87,157 60,252
$20 Total 81,210 99,604 ""167,568 114,995 " "120,203"125,353 136,864
21 {<65 47 470 51,632 55,233 58,193 60,268 61,749 62,688
65+ 54,789 59,546 63,645 67,269 70,775 73,954 76,830,
21 Total » 1,178 118,878 125,462 131,043 135,703 139,518
23 1<66 59,312 63,866 67,740 70,968 73,330 75.087 76,163
65+ 9,532 82,931 |
122 Total 93,763 106,154 2 X A A
7 Total H 2,092470 2,381,820 2,647,934 2,866,522 3,052,061 3,208,454 3,330,723 3,448,490 3,537,225
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PROJECTIONS OF PRIORITY 7 ENROLLEES BY VISN AND AGE GROUP — FY 2002 -FY 2010 N
. WITH COMPARISONS TO PROJECTIONS FOR PRIORITIES 1+ 6
Age
Priority | VISN | Group | FY2002 | Fy2003 | FY2004 | Fy2005 | Fr2008 | Fy2007 | Fv2o08 | Fv2000 | Fy2010
P16 T1<65 101,848~ 105411 ~ 108283 110,351 111,607 _ 112,007 111,300 109,052 — 107,008
65+ . 07,782 107,692 107,074 106437 105,548 104,672
1 Total . ;| X , 3 912,579 |
7 |<65 64002 66,193 67,116 67,495 67,447 66,805 65826 64,517
65+ At
2 Total 120435 195,767 133,818 {33,862 33,113 124,75 ;
3 1<65 80,631 91,885 93467 94,583 95125 94,885  93.712 91,955
65+ 103083 105407 . 106372 108,089 104945 103419
3 Total 3 97,292 199,835 500,672 300,071 196,304 185,603 195,183 188,570
T1<65 124,835~ 128616 131,410 133,441 134,663 134,878 134,001 132,507 130,230
5+ 311042181 143887 144310 144046 143480 142427 141321
4 Total (247 273571 277,338 G78.078 78624 ST AR T S A 93 271660
5 1<65 71,228 73,274 74,841 75,396 76,755 77,021 76,718 76,032 75,010
65+ 51,1 494 648
S Total 118,867 123,566 155346 127,185 28,548
6 {<65 141,378 146677 150953 154,399 157,012 156,513 156,661
65+ 88,800 93196 96,370 98,485 99,827 942 2
6 Total 8" 356,873 347 353 553,864 960,955 361,637 """ 261,366 |
7 |<66 169,950 176877 182,071 186,382 189,669 191475 192,001 191,458 190,032
65+ 113,685 115380 116789 118281 119,747 121235
7 Total . X X . X . 268 |
8 |<65 220,642 224,461 226,883 227,768 226,768 224,115 221847
65+ 217451 217,896 217,386 216,769
8 Total 411,080"""435,831 435,852 441812 444 778 15 37
5 1<65 127,221 131,874 135,368 135,034 139,831
65+ ...B9816 93452 098 97729 98745
9 Total 1 ¥ ; 235,765 238,578 340,189 240,811 240,634 239,819 |
10 j<65 99438 102791 105492 107684 109,214 109,965 100,872 109,287 108,150
65+ 690 82346 82,731 83,065 83,158 83,226
10 Total ; ; X ! 3 376
7 {<65 109,248 112745 1155714 117638 118,712 118,866 118,245 117,087
65+ 1
11 Total 80,838 188,555 194,968 98,351 301,089 503,884 503,201 B03.078 0.5
12 {<66 1017327 104393 106522 108,204 109,238 1095611 108031 107,773 106,027
65+ ..B2873 84810 86,039 86,329 86,198 96 85,609 2|
12 Total ; 192,561 194,633 195,478 193, 385""""181,670
13 {<65 56,675 59,113 60976 62,346 65,335 63822 63,740 63,210 62,267
65+ 826 50,679 50426 50,215 50,027 49,925
13 Total ; X X ¥ X ¥ 3
4 1<65 44264 45965 47,027 48,307 49,007 49311 49,266 48,890 48,316
65+
14 Total 1,048 84,584 86,377 87,232 87,586 87,468 86,976 86,300 85,217
5 1<65 97728 100476 102538 104,721 105077 105421 104,904 103,875 102,421
65+ 78279 79795 80,414 80,527 80,326 80,233 80,043 79,816
15 Total ; \ 82,3337 184,595 T I88.804 85,747 185,387 T i8A 918 180 536
6 1<65 240052 248803 255892  261.017 264,803 286,632 206,474 264,831 261,790
65+ 1...185.963 187784 189,517 191,108 192,872,
16 Total . . £ X ¥ X X 663
17 <65 131,823 137,148 141,021 144,198 146,196 146078 146,636 145,305 143,302
65+
17 Total "TiB025 338356 531087 536635 336,600 241,188 341614 BA16 30,6
8 {<65 110,174 112506 114272 115471 115908 115866 114,929 113,068 111,353
65+ 83519 84699 85,144 2 1 31
18 Total X 70" 500,895 "309,502" 506,658 500,084
9 {<65 76,183 79,042 81,302 52,983 84,012 84,507 84,362 83,661 82,528
65+ 53,141 53,646 |
19 Total X X . A 174
20 §<65 135119 140874 145536 149,181 151,525 152,745 152,788 151,899 150,113
65+ e 89,330 72753
120 Total 304,446 3T 637 AB0 B4 BIE 370 330,368 348 115 554,758 535 450 355,311
27 §<65 122907 126477 120,003  130.703 131,460 131,145 129,771 127,570 124,502
65+ ...83026 86,155 88212 89,317 89,883 90,734 91,180 91,774
21 Total i x g 230,020 31,8487 B31,434 350,805 318,751 516 366
22 1<65 168,960 173,241 176,086 177,069 178,286 177,521 175,348 172,310 168,504
65+ 104952 106884 108430 109,986 111235 112,351
22 Total : . . , X x . 855
F1-6 Total 4,535,446 4,608.410 4,814,320 4,890,863 4,934,733 4,962,029 4,947,222 _ 4,074,514 _ 4,868,224
Grand Total 6,627,916 7,000,230 7,462,254 7,757,385 7,966,794 _ 8,160,483 8,286,945 _ 8,373,004__ 5,425,449

Senator MIKULSKI. Now my time is up, but—because I want to
come back to the veterans’ prescription drug benefit. I think we
have a lot of lessons learned as we ponder what to do about Medi-
care. But let me turn to my colleague and I will come back to talk
about a prescription drug benefit.

Senator BOND. Thank you very much, Madam Chair. And I really
appreciate your pursuing this line of questioning, because I think
it is very important. And you were talking about steel workers
being laid off. I have to tell you that heavy industry in Northeast
Missouri, where I come from, used to be refractories. It is a high-
quality ceramic products that line the furnaces of steel and for alu-
minum. They are all being shut down because of asbestos litiga-
tion; 300,000 asbestos claims. All of the plants, heavy industry
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plants, in Northeast Missouri are being shut; they are in bank-
ruptcy. And they are going to move the industry to Canada or Mex-
ico.

And we are going to have an additional load on the Department
of Veterans Affairs, because there are many veterans who have
been employed in those industries. And they are—as I said, they
are all in bankruptcy. So, we are getting it in a number of areas,
as well.

But we have a lot of things to cover. I am going to have to leave.
And I am going to leave some questions. But, Mr. Secretary, there
are a couple of things that are very important that I wanted to
touch on.

CARES

First, I congratulate and I thank you for making the capital asset
realignment for enhanced service, or CARES, program work. That
is not the most popular thing especially worth a lot of folks on Cap-
itol Hill. But I am convinced that CARES is the right approach. It
is badly needed. There was no capital asset plan before CARES. VA
hospital had been treated as trophies for members to bring home
to their States or their districts, often built with too many beds, too
much gold-plating. VA hospitals were opening with entire floors
empty because they were not needed.

Well, I think we are beginning to turn that around, although
there is opposition here on the Hill. But one of the things that is
really troubling me, and I want to lay it out on the table. Some VA
facilities seem to exist primarily to serve the research and financial
interests of medical schools. It is an important part of the VA to
work as research sites and teaching schools. This works very well
together.

In too many cases, or in some cases at least, veterans’ medical
care has become a secondary concern in justifying those hospitals.
I was frankly appalled by the efforts of Northwestern University to
block CARES in Chicago. I appreciate the medical research work
done by fine institutions such as Northwestern. And it is one of the
very good ones. And I am very big supporter of VA medical re-
search programs. But we all in this room know that medical
schools have more resources at their disposal than the veterans,
who need medical care, the ones that Senator Shelby mentioned,
the examples you set out.

Your decision, Mr. Secretary, was important because it sent out
a signal that VA’s first and most important priority is going to be
meeting the needs of veterans. And for that, I give you sincerest
thanks.

Now, by closing this, you are going to construct a new $40 mil-
lion spinal cord and blind rehabilitation center and creating new
community-based outpatient clinics. You are going to save money,
adding these new facilities, because you were able to close one of
the four VA hospitals in Chicago.

Secretary PRINCIPI. Correct.

Senator BOND. You are going to be able to provide more special-
ized care, open community clinics, and still save money? Could you
tell us how that works?
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Secretary PRINCIPI. That is correct. It was the right decision. It
was a difficult decision, and we were very sensitive to the concerns
of our veterans and our employees. I appreciate the important role
that medical schools play with the VA, but at the same time, our
first mission is treatment of veterans in modalities that make
sense for the 21st century.

The Chicago CARES decision was the right decision for the vet-
erans of that area. I intend to implement the decision aggressively,
thoughtfully but aggressively. We need to get on with the mod-
ernization of the West Side facility, including an expansion of the
number of beds, get Lake Side closed down and get an outpatient
clinic built in the downtown area to address the outpatient needs
of our veterans in that area.

We are going to move forward and we are going to move forward
with the next phase of CARES, because we need to rationalize the
infrastructure of the VA system and make sure that we are prop-
erly structured for going forward and not back to the century gone
by.

CARES STUDY

Senator BOND. A few questions about the next phase. Do you
have the in-house expertise and staffing resources needed to per-
form the CARES study? And two, how will you ensure the studies
are objective? Because on that second part I am worried that if the
division directors who are in charge are conducting their own stud-
ies, there may be a conflict. If you bring it up to your level, Mr.
Secretary, you are not going to have an outside consulting firm to
blame it on. You are going to get the heat, all the heat, without
being able to shuffle it off.

Secretary PRINCIPI. That is correct. I sincerely believe that we
have the talented people, the skills and the right disciplines to de-
velop a national plan for the future. The VISN directors will play
a role in providing data and input into the process, based upon a
template, and upon a specified data call. But that plan will be de-
veloped with our team in Washington. We will rely upon outside
experts on an as-needed basis.

I do not want to spend $20 million to $40 million on a consultant,
most of whom will contract with former VA employees. I think we
can do it. But you are absolutely right that we need to ensure that
the data is validated. The process and the data have to be abso-
lutely perfect. People who do not want to see a facility closed or its
mission changed will take shots at us. The data is so terribly im-
portant, and we are going to take great pains to ensure that the
data are validated.

I intend to keep the process objective. I intend to stay out of it
until such time as the recommendations of the commission come to
me. And then I will approve or disapprove those recommendations.
We have an aggressive timetable. I think it can be done. And I
think it is absolutely necessary to address the category seven prob-
lem, for example. There is an awful lot of money there that can be
used to treat more patients.

Senator BOND. Well, Madam Chair, if I might impose for one
more question.
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LEGISLATIVE MANDATES

And I congratulate, Mr. Secretary, because you have to—we have
to cover up the shortfalls in the care, in the health care, for the
highest priority. And you have touched on it, but let me go back
to it one more time.

Based on new benefit requirements authorized over the last few
years, I understand that—that has put a big hit on your budget.
And I am concerned that we are still short of the money we need
to provide health care. And I thought, maybe, you could outline for
us some of the new mandates affecting veterans’ health care serv-
ices. What are the costly new requirements? And what impact do
these have on the basic health care that you can provide that we
discussed earlier?

Secretary PRINCIPI. Clearly, there have been a number of man-
dates that we have been required to fulfill. For example the Millen-
nium Health Care Benefits Act, placed a floor on VA nursing home
beds. I agree we need to maintain a level of VA nursing home beds
because they are much needed beds. But, we need to also rely upon
our State veterans’ homes and our community nursing homes,
which are closer to where the veterans live, and to the non-institu-
tional programs, which also are so beneficial to keeping veterans
in their homes: hospital-based home care, adult day care, respite
care.

We could do so much more, treat so many more veterans that
way, than we can by putting them into an institutional bed. The
way the law is constructed, it requires me to have 13,400 VA nurs-
ing home beds. We are currently 1,200 beds short of that floor. We
have requested that the floor include State veterans nursing home
beds and community nursing home beds and the non-institutional
care census. But the committees have been reluctant to do that.

That means I have to find somewhere in the neighborhood of
$150 million out of existing programs, maybe the State veterans
home program or other programs, to achieve that floor, as set by
statute.

The wonderful provision about emergency room care, to allow
veterans who are enrolled in the VA system to go to any private
hospital for emergency room care, when fully implemented, will
cost us $441 million. I do not know where the money will come
from. It may have to come out of the community-based outpatient
clinics, because it is a zero-sum game.

We operate wonderful programs for the homeless. I think we are
doing great things for the homeless. But the new bill that came out
of the last session will cost hundreds of millions of dollars for new
homeless programs. Again, where do I get the money from?

I think it is that kind of laws that do, in fact, impede our ability
to address some other programs.

Senator BOND. Thank you, Madam Chair.

DEMOGRAPHICS PROFILE OF PRIORITY 7 VETERANS

Senator MIKULSKI. Thank you, Senator Bond. You raised, again,
very important questions.

I want to come back now again, in terms of the demographic pro-
files that I have asked for; Dr. Murphy, we would like to have,
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really within 2 weeks, a demographic profile of the information you
currently have. I do not know if you are keeping the data the way
I have just said it, but we would like it to us the way we asked
for it, in addition to any other way you want to get it to us. But
I need to know the geography, the age, and the income. Okay? So,
that is one thing.

And then we would like to have another report around Memorial
Day where you have had a chance to even take a better, more in-
depth probing look. So, we want to have a first look-through. And
then—and hopefully, Mr. Secretary, you will then keep these type
of records, so that we can then get our handle. Because I think
they are coming for different reasons and different age groups. And
we should not have a one-strategy-fits-all.

The failure to have a long-term—my dear dad died of Alz-
heimer’s. We used geriatric evaluation. We did not use the vet-
erans. Dad was not a veteran. He had 2 children when the war
began. But we used geriatric evaluation to get appropriate care for
him. We used adult day care that had a cognitive stretch-out pro-
gram for an Alzheimer’s person. Then we had to turn to long-term
care.

When we look at our aging population—and we had means.
When we look at veterans, many of them do not have anything. So
they are coming to you exactly for what you said. The prescription
drug issue is another. The younger vet or the in-between vet, the
60-to-65 who has lost everything through no fault of his own, be-
cause of a factory closing or the loss of the family farm.

PRESCRIPTION DRUG BENEFIT

So, this is what we are going to look for. But let us go to the pre-
scription drug benefit. Because the long-range solution is national
policies to address universal health care, a prescription drug ben-
efit for our seniors, and a long-term care policy that does offer a
continuum of care so you use it appropriately for the patient and
appropriately for the person paying for the care.

Now, according to December, 2000, the VA’s Inspector General
said the use of the prescription drug benefit was due to the fact
that 90 percent really did not have a prescription drug benefit, ei-
ther because they were on Medicare or because, if they were not
on Medicare, their health insurance did not pay for a prescription
drug benefit. And not only might they have a catastrophic situation
needing drugs, but they might have a chronic situation that re-
quired—Ilet us take diabetes. You have to buy the equipment, the
daily testing, the medications, et cetera.

So let me get to where I am getting. Could you tell me—could
you give me a description of the veterans’ prescription drug ben-
efit? And what does that cost you every year? And who are most
likely to use it?

Secretary PRINCIPI. I will start out and then I will let Dr. Mur-
phy add, if I err or if I am not complete. Any veteran enrolled in
VA health care is entitled to have their prescriptions filled by VA
for a cost of $7 per prescription per month. That has gone up from
$2. It had not been increased since its enactment some 10 to 12
years ago, when the co-payment went into effect.
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We spend in the neighborhood of $2.5 billion for ingredients only
and approximately another $600 million in a very large pharmacy
program, the consolidated mail-out pharmacy program. Our phar-
macy benefit is in the neighborhood of $3 billion a year and grow-
%ng. It was $750 million some years ago, and it is now up to $3 bil-
ion.

I think we have done a tremendous job. Our country and HHS
and others can learn much by the way we have managed our phar-
macy program through our national formulary. Clinical judgment
is always the overriding issue. We do sensitize our physicians to
costs. I think it is important that they be sensitized, but that they
make the clinical judgment about what they consider to be the
right drug.

I think we manage the pharmacy budget very well. We do a lot
of national contracting. Our formulary lets us do that, so we can
drive the prices down.

Senator MIKULSKI. What does national contracting mean? Could
you elaborate on that?

Secretary PRINCIPI. It means that we will buy through a national
contract, if you will. Through the large volume that we purchase,
we command a discount off the price of the drug. Although we do
very, well in our pricing, the law that was passed back when I was
deputy secretary, and played a very small role in enacting, gave
the VA very favorable pricing for pharmaceuticals, a 24-percent
discount off of the manufacturers average drug price. In some
cases, we negotiated even a greater discount off of manufacturers’
average price, so we command excellent pricing in pharmaceuticals.

We also procure pharmaceuticals for the Indian Health Service,
the Public Health Service, and the Bureau of Prisons. In many
cases, we are the procurer of pharmaceuticals for the Department
of Defense, so our procurement activity is very large. Through that
consolidated program, we are able to command even better pricing.

I think we are also the model for the government in a pharmacy
program that utilizes generic drugs.

PHARMACEUTICAL COSTS

Senator MIKULSKI. Well, yes. First of all, I think the cost speaks
for itself. And I am going to come back to how—what is the major-
ity of the use, for what purpose? But the Nation has to consider
a prescription drug benefit for its seniors; it just has to. When
Medicare was invented under Lyndon Johnson, it was to deal
with—but people were afraid that if you had a heart attack, you
could lose everything. You would stay in the hospital for a month.

Dr. Murphy, you remember, I am sure——

Dr. MURPHY. Yes.

Senator MIKULSKI [continuing]. In your studies. You were not
practicing then.

Now, it is really—it is Part—B that is the big issue. And it is
the management of chronic illness or the chronic progressive ill-
ness, whether it is the diabetic, the heart person, et cetera.

Now, coming—so we are getting these kinds of estimates for a
garden variety, okay, Chevy Lumina/Ford Taurus prescription drug
benefit. They are talking about $400 billion a year over 10 years.
Looking at TRICARE, what TRICARE is spending; at the rate that
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it is going, it could be $720 billion. So, we are looking, but I believe
that there are lessons learned. I believe that there are lessons
learned from VA. I believe that there are lessons learned from
TRICARE. 1 believe that there are lessons learned for what we
Federal employees get. I have a prescription drug benefit.

MEDICAL SUPPLY COST CONTAINMENT MEASURES

And the lessons learned, which is how do we do a formulary that
also allows clinical flexibility—because it is not one drug fits all.
That is why you see a doctor and not the coin-operated dis-
pensers—and at the same time do cost containment. Now as I lis-
ten to you, the cost containment measures have been mail order
and consolidated discounts and then an awareness on the part of
the physician that, given 2 choices with the same safety and effi-
cacy appropriate to the patient, that one might be a little bit cheap-
er than the other.

But could you furnish, then, for the committee what your cost
containment measures have been and how you regard them with
success? For example, on mail order, what does it work best for?
Because there are those who say sometimes this results in waste
and inappropriate use. But I know, coming back to my own dear
mother, who was a diabetic, it would have been very appropriate
for her to get her diabetic testing strips in the mail, to get her
lancets, in other words, but not if she had her—she was very sus-
ceptible to urinary tract infections, a well-known complication issue
with diabetics.

She needed to be able to go without a big surcharge on her, to
really get her—when she had an infection usually related to the
chronic situation. So you see where I am heading here?

[The information follows:]

PHARMACEUTICAL COSTS

A physician’s ability to have access to necessary pharmaceuticals is unquestion-
ably an essential component of any clinically sound formulary management process.
There are at least four acceptable mechanisms that can be designed into a for-
mulary system; (1) encouraging the appropriate use of drugs, (2) reducing the unit-
cost of drugs, (3) streamlining distribution of bulk drugs, and (4) increasing pre-
scription dispensing efficiency.

Inappropriately restricting access to medically necessary drugs and unnecessarily
shifting drugs costs to the patient are unacceptable cost containment practices that
are unfortunately sometimes used. This is not to say that a properly administered
tiered co-payment structure is unacceptable. On the contrary, if well designed and
properly administered, a tiered co-payment system can be an effective formulary
nflkanagement tool that does not impose an unnecessary financial burden on the ben-
eficiary.

Encouraging the Appropriate Use of Drugs: By far, the cost containment strategy
that has the potential to yield the most significant cost containment while assuring
quality medication therapy is the use of evidence-based clinical guidance to encour-
age appropriate drug utilization. Guidance should be aimed at encouraging the cost
effective and appropriate use of pharmaceuticals and discouraging their inappro-
priate or cost ineffective use. Such guidance should be evidence-based, relevant, up-
to-date and easily accessible by prescribers. Providers should be actively encouraged
to provide input into guidance development to ensure greater acceptance of the final
documents. Further, efforts must be made to educate prescribers on the evidence-
based criteria if it is to be accepted into their clinical practice. Regular feedback
should be provided to prescribers regarding their prescribing patterns. Physician
awareness of cost differences among alterative therapeutic regimens is also critically
important. VA experienced this success when coupled with the plan to ensure the
electronic medical record is available throughout the healthcare system. As the pa-
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tient need changes from ambulatory care to acute care, home based primary care
and nursing home care, the access to the electronic medical record provides a contin-
uous medication history and the clinical reasoning for use of appropriate drugs.

Reducing the Unit Cost of Drugs: In high-volume, high-cost drug classes where
therapeutic interchange opportunities exist, significant cost containment can be
achieved only by driving market share to a subset of all of the available products;
therefore, limiting physician flexibility to some degree is unavoidable. While there
are several ways to drive market share within a therapeutic class, and each has its
own advantages and disadvantages, the most effective approaches require limiting
access to pharmaceuticals within a drug class to some number of drugs less than
all commercially available products and negotiating discounts with drug manufac-
turers in exchange for increased market share for their products. Regardless of
which method of market share manipulation is employed, medically necessary clin-
ical flexibility can be achieved by assuring that a non-formulary or waiver process
is in place. A good non- formulary request process should be timely and final deci-
sions should be based on medical evidence as opposed to prescriber “preference”
(which can be highly influenced by pharmaceutical manufacturer’s marketing prac-
tices) or the payer’s cost containment goals.

The use of generic products must be encouraged and should rely on Food and
Drug Administration guidance regarding product acceptability. Mandatory contracts
for generic products can also help ensure adequate product availability to meet the
market share and inventory management goals. It is important to reduce the dis-
pensing of multiple generic brands to the same patient, as this practice is likely to
lead to patient confusion. A good formulary process allows for the prescribing of
brand name products, when patients have any adverse drug events to generic prod-
ucts. Patients should not be charged a higher co-payment when a brand name prod-
uct is deemed necessary to achieve a desired clinical outcome. A higher co-payment
may reduce patient compliance and increase potential for a poor outcome.

Streamlining the Distribution of Bulk Drugs: Opportunities exist for large inte-
grated health care systems that purchase bulk drugs to reduce their distribution
costs by contracting with a single Pharmaceutical Prime Vendor (PPV) for reduced
distribution fees. The reduced fees are possible if the purchaser uses a “prompt pay”
mechanism whereby the PPV invests the purchaser’s payments in short-term finan-
cial markets before it is required to pay the manufacturer for the goods delivered.
In addition, it is possible to negotiate with the PPV to charge the purchaser contract
prices, rather than commercial prices when the purchaser has contracts in place
with pharmaceutical manufacturers. The PPV can then complete a “charge-back” to
the manufacturer to recapture the difference in its wholesale cost of the drug versus
the contract price. Lastly, contracting with a PPV reduces inventory carrying
charges because the PPV can provide “next-day” deliveries and there is no need to
keep a large amount of product on the pharmacy shelves.

Increasing Prescription Dispensing Efficiency: Improvements in prescription dis-
pensing efficiency can be achieved through the use of automation, such as that seen
in VA’s Consolidated Mail Outpatient Pharmacies (CMOPs). In addition, automation
of prescription dispensing has been demonstrated to positively impact quality by in-
troducing significantly fewer dispensing errors than manual processes. For this dis-
cussion, it is important to differentiate between the mechanical aspects of prescrip-
tion dispensing versus the clinical aspects of patient education and counseling. How
the prescription is filled is not nearly as important clinically as is making sure the
patient is thoroughly educated and knowledgeable about his or her drug therapy.

When VA designed its CMOPs, it purposefully uncoupled the mechanical aspects
of prescription dispensing from the provision of patient education and counseling so
that each aspect of drug delivery could be optimized (i.e, make filling prescriptions
as efficient as possible, and make sure patients have access to pharmacist coun-
seling and education as part of a multidisciplinary, integrated health care delivery
process). Medication counseling is best performed in person, by a pharmacist so that
the pharmacist can gauge a patient’s understanding of his or her medication ther-
apy. Further, face-to-face interaction is important so that the pharmacist can ask
probing questions about over the counter drugs use, use of dietary supplements, al-
ternative medicine, etc. This type of patient-pharmacist encounter is critical to as-
sure that drugs are used appropriately and effectively and to obtain information
about side effects, intolerance, etc., which if not attended to can reduce the effective-
ness of prescribed medications, or lead to drug induced morbidity.

Systems which use automated prescription dispensing, with an appropriate level
of patient education can reduce the overall costs of prescription dispensing. In addi-
tion, dispensing chronic medications for patients that are stabilized on them in
multi-month quantities (i.e., up to 90 day supplies) can also reduce the cost of proc-
essing prescriptions. VA has conducted analyses which show the cost associated



57

with unusable multi-month supplies (lost prescriptions, changes in drug therapy,
patient death, etc.) are more than offset by reduced production costs. A carefully de-
signed Medicare drug benefit, which uses a Federal CMOP could avoid a significant
amount of necessary cost while increasing the quality of the dispensing process.
A flexible formulary that incorporates cost containment should:
—Be clinically rather than financially driven
—Be developed with input from end user clinical staff
—Be evidence-based
—Rely on the use objective drug use criteria
—Minimize the impact of marketing practices on clinical decision-making and pre-
scribing patterns
—Use generic drugs products whenever appropriate
—Leverage purchasing power by using therapeutic interchange whenever clini-
cally feasible
—Leverage distribution by using PPV contracts and good inventory management
practices
—Optimize prescription dispensing efficiency by using automation.
—Integrate patient education and drug therapy counseling to the greatest extent
possible
—Have a non-formulary waiver process
—Measure outcomes and provide feedback to prescribers

Secretary PRINCIPI. Absolutely.

Senator MIKULSKI. So we are looking at mail order, but mail
order does not solve everything, et cetera. So we are really want—
I need you, and I believe the Nation—and I know the Nation needs
you right now to tell us what works and, quite frankly, what has
fizzled and flopped or that gives you yellow flashing lights around
the efficacy of both patient care and cost containment. Sometimes
they are like this. Sometimes exactly efficacy is good cost contain-
ment, because it manages the disease.

Secretary PRINCIPI. I am half smiling. I am always a little con-
cerned that we are so good it will ultimately drive our prices up
somewhat at the VA, that if HHS replicates our model.

Senator MIKULSKI. Maybe those priority 7 guys or gals—remem-
ber we cannot forget the China Beach women—that this might ulti-
mately save money, because they are not coming to you.

The second thing is that, also, the better access you have for the
management of chronic disease that is systematic, regular, and
monitored, ultimately saves that kidney failure and heart disease
and all these other complications from chronic disease.

Secretary PRINCIPIL I think the pharmacy management program
is really one of the great success stories of the VA. They have done
great work, but there are other things we can do. We need to ex-
port what they have done in the pharmacy program to medical-sur-
gical supplies and high-tech equipment. That is the next avenue we
are going to look at: why do we need 300 different styles of surgical
gloves? Surgical gloves are surgical gloves. And we do not com-
mand the best pricing because we just buy locally.

We buy using credit cards. We need to do in med-surg and equip-
ment what we have done in pharmacy. I think there are so many
dollars there that we are leaving on the table.

Senator MIKULSKI. Yes. And I believe some of our excellent aca-
demic centers of excellence can offer you a tremendous number of
lessons learned. The reason I go to the academic centers is they
face the variety of patients that you do, and very often, because
they are academic centers, they are in urban areas serving a tre-
mendous, often very poor, population that is uncompensated.
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In other words—and they cannot raise their rates or their fees.
So I believe that they offer tremendous lessons for you.

Secretary PRINCIPI. I think so.

Senator MIKULSKI. And without—because they are academic cen-
ters of excellence, they do not sacrifice patient care or the worker
safety issues. Which takes me to another issue. I am going to talk
about workers.

RECRUITMENT AND RETENTION

You know, I am so impressed with the dedication of the people
who work for the VA, particularly in the health care area. And I
remember when we had shut downs at all some years ago in the
midst of ice storms. Those men and women were showing up at
Baltimore VA and the clinics, even though they were told they
were unnecessary, they were not getting paid. And you know what?
They just showed up, even though they had child care and so on.
So they were just fabulous.

But I am concerned, how are we doing in being able to attract
and retain particularly the nurses, the pharmacists, the others that
are so important to the team? I am particularly worried about the
nurses’ shortage. And we are also facing a shortage in other health
professionals that are critical to the team.

Dr. Murphy?

Dr. MurPHY. I think that there is a national shortage of health
care providers across the country. It is not a problem that is unique
to VA as a department. And it starts with nurses, physicians, phy-
sicians’ assistants, all mid-level providers, pharmacists, technicians
of all kinds.

One of the things that we have proposed is that a number of our
professional groups that provide health care need to be switched
from Title 5 to Title 38, to allow us to more effectively and
quickly

Senator MIKULSKI. What is that? What is Title 5 and Title 38?

Dr. MurpHY. Title 5 is the regular GS schedule. Title 38 gives
us more flexibility in recruitments and some additional flexibility
in salary scale. And we think that—that would certainly help us
with our recruitment.

There was legislation passed last year that did give us some im-
provements in our nurse recruitments and our education programs
for nurses, that we believe will allow us to better retain and give
career progression to nurses in the VA.

I think patient safety is an important issue. And I was recently
talking with the dean of the School of Nursing at Johns Hopkins.
And Sue said that she tells all of her graduates in the School of
Nursing to go apply to VA. And the reason she does that is she be-
lieves that we are at the forefront of medical innovation; that the
quality, the occupational health and safety, the patient safety pro-
grams that we have in the VA are second to none, that it is an ex-
citing place to work.

So, our focus on quality and safety have really positioned us to
be able to recruit and retain the best health care professionals.

Senator MIKULSKI. Well, what we would like, as part of our
work—and I know I speak for Senators Rockefeller and Specter on
authorizing, as well as Senator Bond. We, of course, believe that
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we rely upon our physicians, but the physicians rely upon a team.
And if the team is not there, you cannot have—I mean, the doctor
is not able to give the highest and best care that we want.

So, we would welcome what we could do on the Appropriations
Committee to be able to give you the tools to be able to both recruit
and retain. Because the best way to recruit is through the people
you have now, who are very satisfied, who tell their classmates, et
cetera, to do this.

The second thing is that, also speaking for the authorizers, be-
cause I know they are very keenly interested in this, is what other
authorizing frameworks that we need—we need to do. And we are
working on this in another committee.

GRANTS FOR VETERANS EMPLOYMENT

Let me then switch gears, though, to the job training item in
there. This is somewhat controversial. The move from the job train-
ing programs that you spoke of in your testimony from DOL back
to VA or to VA, could you tell us what you are going to do and why
you want to do it? And that will be our last question for today.

Secretary PRINCIPI. I tried to articulate, Madam Chair, the defi-
ciencies in the current program that have led to a high unemploy-
ment rate among veterans who are seeking employment. I think
the Department of Labor has many missions. And they are respon-
sible for labor programs for veterans and non-veterans alike. I am
not sure that veterans receive the priority that they deserve.

VA was established to address the needs of veterans. And just
like our education programs, our health care programs could sit in
other agencies, but they are consolidated in the VA because our
focus is on veterans’ issues. That priority is very, very important
to everyone in VA.

I want to create a short fuse commission to make recommenda-
tions to me on how we can adopt this program to the new century,
to the new way of employing people, Internet-based, with outreach
to Fortune 500 companies, not just to McDonald’s and Burger King,
where veterans can find jobs; but rather good, meaningful jobs in
corporate America. I think that linkage needs to be there.

But most importantly, Madam Chair, I would make it outcomes-
based. The program is very process-oriented today. Congress appro-
priates $200 million; appropriations are divvied up and sent to the
States. Whether they perform well or not, the following year an-
other grant is going to be made. I would send a grant to the gov-
ernor of the State and have the governor decide how that money
should be allocated. It could be to the States’ Department of Vet-
erans Affairs or the States’ Department of Labor. I would put per-
formance standards on the grant to say that grant recipients are
expected to find suitable employment for x percentage of the vet-
eran population.

Through establishing standards and accountability, I think we
could improve the outcomes of the program.

Senator MIKULSKI. Well, Mr. Principi, I think, first of all, in the
President’s budget he said he would send us legislation on this.

Secretary PRINCIPI. Yes.

Senator MIKULSKI. So, I know it will go to the authorizer. We,
too, are troubled by the same issues that you are troubled. And I
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hope that we could see this as an opportunity for veterans for the
new century. One of which I would like to just put on the table for
discussion 1s lifetime learning, which is not use it or lose it, but if
you do not use it—because many of our veterans come out, but they
reach a point in their life where, in order to really be a viable
member of the work force, that is when they go back to school.
So—and I am not say let us do this. I am saying let us look at
it

Secretary PRINCIPI. Sure.

Senator MIKULSKI [continuing]. In the context of what we are
doing.

Secretary PRINCIPI. Absolutely.

JOB TRAINING VETERANS

Senator MIKULSKI. And second, for those who need initial train-
ing, but also those who need retraining. So that, for example, the
veteran who might have worked in a factory and that factory is
closing, but who had—maybe he was an electrical technician,
maybe this is the time that they can at a community college be-
come a Microsoft engineer, which is a certificate program, not a de-
gree program, and go into $65,000 a year.
hDo you see how I want new thinking in this area? And we have
this.

The other thing is, I really—and I say this because I am a mem-
ber of the Health, Education, Labor Committee—I do not have a
lot of confidence in a lot of these job training programs. I do not.
I think they were process driven. I do not think that they are re-
lated to the work force shortages in communities.

And, you know, I am a big believer in the community college, not
only for a degree program but for these certificate programs. And
they welcome all ages, et cetera. So I think we need new thinking.
And let us do it through the VA.

Secretary PRINCIPI. Sure.

Senator MIKULSKI. And let us view this as an empowerment
initiative

Secretary PRINCIPI. Absolutely.

Senator MIKULSKI [continuing]. For the veteran, where those who
right now might not be able to make the highest and best use of
the talents God gave them, but we really have an real opportunity
matter. And I am ready to shake up the establishment on this.

Secretary PRINCIPI. I am grateful for your position.

Senator MIKULSKI. Really.

Secretary PRINCIPI. Yes.

Senator MIKULSKI. I am—you know, my own social work back-
ground says we have lessons learned from welfare reform, which
you might be able to learn. But in welfare reform, for years it was
very process-oriented. How many this, and the workshop, and did
you comb your hair. I mean, these men are veterans. They already
had authority training. What they need is real training

Secretary PRINCIPI. Sure.

Senator MIKULSKI [continuing]. For real jobs where they are real-
ly needed. Let us look at the unions. Let us look at apprenticeship
programs. We have a terrible work force shortage right now for
plumbers, for electricians, and so on. And what about that? Be-
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cause right now, if you are really a master electrician in Maryland,
you can earn over $40,000 a year. And the ads are just all the way
down.

Secretary PRINCIPI. That is right.

Senator MIKULSKI. So, you see, let us not just say, “Oh, let us
give it to a governor, let us give it to these agencies.” I am not so
sure the best job training programs are job training for the people
wanting the job training. And they are going to be really upset
when they hear what I am saying here. But we have new ways.
Maybe we have to contract out to technical schools, but not the
sham schools that ripped us off on the tuition benefit.

So we have a lot of lessons learned. But at the end of the day,
when a veteran walks into a job training program, I want them
first to get the training and then get the job. And that is what the
emphasis needs to be on. Are we on the same broad band here?

Secretary PRINCIPI. Oh, we certainly are and look forward to
working with you. I think it is very exciting. I am also thinking,
as you were speaking, Madam Chair, about licensure and certifi-
cation. We have so many skilled people in uniform. When they
come out, there is the whole issue of their getting licensed in the
State and getting certified so that they can get that job as an avia-
tion mechanic or in the trades with the unions. There is just so
much that needs to be done and should be done. And I welcome the
opportunity to work with you on it.

VETERANS EMPLOYMENT OPPORTUNITIES

Senator MIKULSKI. And I want to give you an idea today, as we
wrap this up, right now, as you know the United States Govern-
ment and its Federal aviation security is under a significant man-
date to federalize airport security. For those veterans that are com-
ing to you that are unemployed, who have already demonstrated
their patriotism, already demonstrated their commitment to defend
America and took an oath to do so, why do we not see if there can
be a referral to the Department of Transportation where these vet-
erans—we could use, one—-first of all, we can use their patriotism.
It deals with the citizen issue.

But also, these are going to be Federal jobs. Think about that.

Secretary PRINCIPI. To me, it is a no-brainer, Madam Chair. I
cannot think of a better population, than skilled, motivated, team
workers, a drug-free workforce:, people that would make better
Federal security officers than the men and women who are leaving
active duty. It is mind boggling to me that we do not take advan-
tage of these highly trained individuals.

Senator MIKULSKI. Well, why do you not look at that? Why do
you not leave here and go call up Norm Mineta and see——

Secretary PRINCIPI. I am going to be with him Friday night at
a banquet honoring our Japanese-Americans. I am absolutely going
to sit next to him and talk to him about this issue and tell him
that we talked.

Senator MIKULSKI. Yes; and there you go.

Secretary PRINCIPI. I am going to do it.

Senator MIKULSKI. Okay.

Secretary PRINCIPI. I will be with him.



62

Senator MIKULSKI. Okay. And when I am going through Balti-
more-Washington Airport and somebody says, you know, I was Cor-
poral So-and-So, thanks for this idea, I will look forward to shaking
their hand.

Secretary PRINCIPI. I am going to do it; we will do it.

Senator MIKULSKI. Okay. This committee stands in recess——

Secretary PRINCIPI. Thank you so much.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing:]

QUESTIONS SUBMITTED BY SENATOR BARBARA A. MIKULSKI

$400 MILLION BUDGET SHORTFALL

Question. Why is there a $400 million shortfall in VA Medical Care in 2002, even
though the Subcommittee provided $350 million more than requested?

Answer. The 2002 shortfall is the result of increased usage of VA’s health care
system, some of which we could not have anticipated. Some Medicare Health Main-
tenance Organizations (HMOs) have withdrawn from participation in the Medicare
program, and VA is now treating some patients who previously relied on these
HMOs for their health care needs. VA health care is now more accessible, due large-
ly to the opening of many new community-based outpatient clinics. We are experi-
encing an increase in patients as a result of the Department’s continual improve-
ments in the quality of the care provided. Where comparable data exist, VA out-
performs the private sector for all indicators in health promotion and disease pre-
vention. It is notable that VA has been able to achieve these improvements in the
quality of care while simultaneously achieving year-to-year decreases in the average
costs per patients treated.

In an effort to improve our workload projection capability, VA has enlisted the
support of a well-known actuarial firm, Milliman USA, to provide us with assistance
in making forecasts of the patient population. This has placed us in a much stronger
position to evaluate, and account for, the impact of a variety of different factors on
the size and distribution of our future patient population. The Department’s fiscal
year 2003 budget is the first to present workload projections that reflect the expert
assistance of this actuarial firm.

Question. Are you aware that the Statement of Administration Policy (SAP) for
the 2002 VA-HUD Conference Report said that this increase was not necessary to
“optimize Federal resources?”

Answer. Yes, I am aware that the SAP for the 2002 VA-HUD Conference Report
said that the increase of $350 million was not necessary to “optimize Federal re-
sources.” Subsequent to the SAP, the VA health care system experienced increased
usage, some of which could not have been anticipated. We continue to experience
increases at unexpected rates due to HMO withdrawals from the Medicare program,;
access to new community-based outpatient clinics; and improvements to the quality
of care in the VA health care system.

Question. Did the VA underestimate the number of veterans who would use the
VA healthcare system? By how much?

Answer. Yes. The fiscal year 2001 estimate used for the fiscal year 2001 budget
was 3,894,864 unique patients; the actual number was 4,247,204 unique patients.
The fiscal year 2002 estimate in the fiscal year 2002 budget submission was
4,118,565 unique patients. The current fiscal year 2002 estimate in the fiscal year
2003 budget submission is 4,737,518. As mentioned above, among the factors re-
sponsible for the increase are the withdrawal of many Medicare HMOs, improved
access to VA health care, and the Department’s continual improvements of the qual-
ity of care provided.

Question. The SAP also said that VA would get a $235 million savings because
mil%targ?retirees would move over to the DOD healthcare system. Was this savings
realized?

Answer. The TFL benefit became effective on October 1, 2001. It is still too early
to determine the full impact on VA. We will be happy to share this information with
Congress when we have analyzed the information.

Question. How has VA made up for this shortfall? Specifically, what changes are
included in the VA’s 2003 operating plan to address this shortfall? Will VA have
a Supplemental funding request?
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Answer. Based on the continuation of full enrollment, VHA determined there
would be a shortage of about $441 million in fiscal year 2002. Approximately $300
million in management savings is anticipated in fiscal year 2002. We expect that
these savings will be generated from a multi-year effort to improve standardization
and compliance in the procurement of equipment, pharmacy, and medical supplies.
Other savings are expected from program efficiencies related to new criteria to as-
sess community-based outpatient clinics and centrally managed programs. The bal-
ance of the fiscal year 2002 shortfall, $142 million, associated with the continued
enrollment of new priority 7 veterans, is anticipated as an fiscal year 2002 supple-
mental. The request for the supplemental was forwarded to Congress in on March
21, 2002.

Answer. As previously stated, the Department’s fiscal year 2003 budget is the first
to present workload projections that reflect the assistance of the actuarial firm,
Milliman, U.S.A. The President’s budget for fiscal year 2003 incorporates a “Base
Health Care Demand Adjustment” initiative that identifies and requests the re-
sources required to support an actuary estimate of the demand and case mix
changes needed for all seven patient priorities in fiscal year 2003. Based on this ini-
tiative, the budget estimates should better account for the relationship of planned
workload requirements and the full funding needed.

Question. Are the VA’s networks being asked to make staff cuts as a result of this
shortfall?

Answer. At this time, we are not aware of two any networks that are considering
have performed reductions-in-force (RIFs) due to budgetary constraints. Based on
the continuation of full enrollment, VA determined there would be a shortage of
about $441 million in fiscal year 2002. Approximately $300 million in management
savings is anticipated in fiscal year 2002. The balance of the fiscal year 2002 short-
fall, $142 million associated with the continued enrollment of new Priority Group
7 veterans, is anticipated as an fiscal year 2002 supplemental.

Question. How do VA’s estimates about its workforce compare to reality?

Answer. A comparison of the estimated and actual Medical Care full-time equiva-
lent (FTE) employment for fiscal year 1999, fiscal year 2000, fiscal year 2001, and
fiscal year 2002 is provided below:

Fiscal year

1999 2000 2001 2002

Medical Care FTE

Estimate 180,411 179,206 181,500 179,300
Actual 182,661 179,520 182,946 1181,500
Percent Change 1.2 0.2 0.8 1.2

I Current Estimate.

Question. How can the VA-HUD Subcommittee help VA get its estimates on tar-
get?

Answer. In an effort to improve our workload projection capability, VA has en-
listed the support of a well-known actuarial firm, Milliman USA, to provide us with
assistance in making forecasts of the patient population. This has placed us in a
much stronger position to evaluate, and account for, the impact of a variety of dif-
ferent factors on the size and distribution of our future patient population. The De-
partment’s fiscal year 2003 budget is the first to present workload projections that
reflect the expert assistance of this actuarial firm.

$1,500 DEDUCTIBLE FOR PRIORITY 7 VETERANS

Question. Tell us about Priority 7 veterans—How many veterans are Priority 7?
How old are they? What is their average income? Where do they live?

Answer. The attached table shows the distribution of Priority 7 veterans by State
as projected for the end of fiscal year 2002.
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Priority 7 Veteran Population Projection by State as of 9/30/2002

STATE
ALABAMA ...

ARKANSAS ...
CALIFORNIA ...
COLORADO
CONNECTICUT .
DELAWARE
DISTRICT OF COLUMBIA ..
FLORIDA
GEORGIA ...
HAWAII
IDAHO
ILLINOIS ...
INDIANA ...
IOWA

KENTUCKY ...
LOUISIANA ...
MAINE ...

Priority 7
238,715
36,494
253.924
119,483
1,265,007
218,009
158,201
44777
23.635
883,266
394,607
54,943
57,864
502,354
304,172
128,495
115,323
189,955
185,842
76,289
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Priority 7 Veteran Population Projection by State as of 9/30/2002—Continued

STATE Priority 7
MARYLAND ..ottt sttt st 296,798
MASSACHUSETTS .. . 280,784
MICHIGAN ............... . 488,031
MINNESOTA ... . 229,020
MISSISSIPPT ... 106,360
MISSOURI ... 296,595
MONTANA ... 45,363
NEBRASKA .. . 70,768
NEVADA ...l . 122,256
NEW HAMPSHIRE .. . 71,330
NEW JERSEY ........... . 348,246
NEW MEXICO .... . 87,946
NEW YORK ............... . 672,474
NORTH CAROLINA . . 376,443
NORTH DAKOTA ..... . 24,869
OHIO .....ccceovvveenne . 551,307
OKLAHOMA . 162,889
OREGON ................ 181,727
PENNSYLVANIA .. . 610,029
RHODE ISLAND ...... . 47,412
SOUTH CAROLINA . . 214,241
SOUTH DAKOTA ..... . 36,322
TENNESSEE ......... . 267,954
TEXAS .......... . 866,942
UTAH ......... 72,624
VERMONT . 30,251
VIRGINIA ............ . 373,058
WASHINGTON ...... . 313,182
WEST VIRGINIA ... . 92,669
WISCONSIN .......... . 253,582
WYOMING .......... . 24,412
PUERTO RICO ..ottt 70,328

TOLAL . 12,937,564

HOUSEHOLD INCOME OF PRIORITY 7 ENROLLEES

In 1999, VHA Office of Policy and Planning conducted a survey of veteran enroll-
ees, “The 1999 Survey of Veteran Enrollees’ Health and Reliance Upon VA”. The
major purpose of the survey was to provide national and VISN level input into actu-
arial enrollment, utilization and expenditure projections for use in the Secretary’s
annual enrollment level decision analyses and other policy analyses. There were
some 20,000 respondents to the telephone survey and results were weighted to be
representative of all 3.6 million veterans who were enrolled as of February 1999.
Surveyed veterans were asked to say which income group their total household in-
come fell within: <$16k, $16,001-$25K, $25,001-$35K, or $35,001 or over, and most
surveyed veterans provided a response.

The following table shows the results from the 1999 Survey of Enrollees for Pri-
ority 7 enrollees responding to the question of total annual household income. This
table does not include data on assets, which is also used to determine eligibility for
Priority Level 7 status.

TOTAL ANNUAL HOUSEHOLD INCOME

Cumulative Per-

Income Percent cent
<$16K 14.11 14.11
16K-25K 24.28 38.39
26K-35K 23.01 61.40
>35K 38.60 100.00

NOTE: Generally, income of enrollees is self-reported to VA and has not been vali-
dated recently, and income reporting is only required of veterans who must be
means tested. Priority 7 veterans do not have to report income if they agree to make
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copayments. Thus, surveys are often good sources for more complete and accurate
data on veteran incomes.

Question. VA tells us that the number of Priority 7 veterans in the VA system
is skyrocketing. Do you think this is because of VA’s Prescription Drug benefit?

Answer. VA is currently looking at this issue and is also working with the Gen-
eral Accounting Office who is conducting an independent study of this issue. It is
recognized that VA fills the gap by providing uncovered services such as prescrip-
tions for many of our nation’s veterans. For many Priority 7 enrollees, the VA
health care system is a “safety net”, costing nothing to enroll and paying for services
as they are needed/used. VA has realized a tremendous increase in demand for
health care services from veterans in recent years. The total number of patients has
increased by over 11 percent from fiscal year 2000-2001. The growth rate for Pri-
ority 7 medical care users has averaged more than 30 percent annually for the last
6 years, and they now comprise 33 percent of enrollees in the VA health care sys-
tem. Based on current law, this percentage is expected to increase to 42 percent by
2010. These increases reflect the fact that very few Priority 7 veterans were treated
before eligibility reform. In addition, many Priority 7 veterans rely on the VA for
only a portion of their care and pharmacy accounts for a greater portion of their
overall cost of care than that for all other priorities. VA’s pharmacy benefit and co-
payment structure remains an attractive choice for these veterans.

Question. Do you think that VA is faced with absorbing this new demand because
of a lack of national policies to address the aging of America and the collapse of
many HMOs?

Answer. We believe these are two of the significant factors affecting veteran’s de-
sire to access VA health care. VA health care integrates a full continuum of care
for veterans of all ages, including mental health services and prescription drugs. VA
also emphasizes preventive care and leads the nation in many measures of perform-
ance in this regard. VA also provides many services that are tailored to meet the
needs of service-disabled veterans. So, in addition to the economic factors, we be-
lieve many patients come to VA because of the quality of care that we provide.

Qu?estion. Does VA know how many Priority 7 veterans have other health insur-
ance?

Answer. Currently, we have identified that approximately 18 percent of all vet-
eran users of VA health care have billable health insurance. This reflects the fact
that VA is prohibited by law from billing Medicare and Medicaid. In addition,
Health Maintenance Organizations (HMOs) and Preferred Provider Organizations
(PPOs) do not recognize VA as preferred providers and consequently do not usually
pay. Of the billable insurance identified, one-third is generated from Fee for Service
policies and two-thirds from Medigap policies. This information reflects the findings
from a national contracted survey. Although we do not have priority-specific infor-
mation from this survey, based on the higher incomes of Priority 7 veterans, we sus-
pect they have a higher percentage of billable insurance than average. We are exam-
ining ways to obtain more accurate information about insurance coverage by all vet-
erans.

Question. Are veterans required to tell the VA if they have other health insur-
ance?

Answer. Veterans are asked, but not legally required, to disclose health insurance
information to VA. Legislation is under consideration within the Administration to
require veterans to disclose health insurance information.

Question. What authority does VA have to require this deductible?

Answer. VA does not currently have authority to require this deductible and has
thus proposed legislation that, if enacted, would authorize the deductible.

Question. Does it require a specific change to the authorizing statutes?

Answer. Yes, and VA has proposed legislation to make the change.

Question. VA estimates that it will collect an additional $400 million as a result
of this new cost share proposal, and that this funding will go back into the system
to pay for veterans’ care. But VA couldn’t accurately estimate its total number of
patients for this year. How can we be sure that VA is able to accurately estimate
this savings?

Answer. In an effort to improve our workload projection capability, VA enlisted
the support of a well-known actuarial firm, Milliman USA, to provide us with assist-
ance in making forecasts of the patient population. This has placed us in a much
stronger position to evaluate, and account for, the impact of a variety of different
factors on the size and distribution of our future patient population. The Depart-
ment’s fiscal year 2003 budget is the first to present workload projections that re-
flect the expert assistance of this actuarial firm.

Milliman USA projected the reduced workload usage associated with this cost
sharing proposal. Approximately 10 percent fewer Priority 7 patients will likely use
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VA health care services altogether. There will be an overall 31 percent reduction
in workload expenditures, since many patients who remain will use fewer VA serv-
ices when faced with this charge. We project $885 million in savings directly related
to the 31 percent workload reduction. Collections in fiscal year 2003 from the pro-
posed cost sharing initiative are estimated at $260 million.

Question. The VA also tells us that if Congress rejects the cost share proposal,
we will have to appropriate an additional $1.1 billion. Again, if VA couldn’t accu-
rately estimate its total number of patients for this year, how can we be sure that
VA is able to accurately estimate this cost?

Answer. In an effort to improve our workload projection capability, VA enlisted
the support of a well-known actuarial firm, Milliman USA, to provide us with assist-
ance in making forecasts of the patient population. This has placed us in a much
stronger position to evaluate, and account for, the impact of a variety of different
factors on the size and distribution of our future patient population. The Depart-
ment’s fiscal year 2003 budget is the first to present workload projections that re-
flect the expert assistance of this actuarial firm. In addition, this budget does incor-
porate a “Base Health Care Demand Adjustment” initiative that identifies and re-
quests the resources required to support an actuarial estimate of the demand and
case mix changes needed for all seven patient priorities in fiscal year 2003. Because
of this initiative, the fiscal year 2003 budget estimates should better account for the
relationship of planned workload requirements and the full funding needed.

PRESCRIPTION DRUGS

Question. Can the VA quantify how the lack of a Medicare benefit impacts the
VA health system?

Answer. As mentioned above, VA and the GAO are looking at the impact of the
lack of a Medicare benefit for prescription drugs on VA health care. More than 50
percent of VA users are Medicare enrolled. Priority 7 Medicare enrollees increased
138 percent between fiscal year 1999 and fiscal year 2001. Based on fiscal year 2000
data, age 65+ Priority 7 pharmacy costs accounted for 29 percent of their total cost,
compared to 13 percent of the total cost for Priority 1-6, age 65+.

Question. What is the VA’s Prescription Drug benefit? How does the VA’s program
work?

Answer. VA provides medically necessary pharmaceuticals to enrolled veterans if
prescribed by a VA authorized physician. This includes prescription and over-the-
counter medications (OTC), as well as medical and surgical supplies. For over 50
years, VA has used drug formularies or drug lists. Over the years, the VA formulary
has evolved from a static list of drugs that are available to VA physicians and pa-
tients to a dynamic process where the use of drugs is actively managed using the
objective evidence culled from the medical literature.

Today, drug use in VA is managed through the VA National Formulary (VANF)
process. The VANF process has a centrally managed drug list which is considered
its core formulary (i.e., drugs listed on the VANF must be made available at VA
medical treatment facilities, however, each VISN has the option of establishing a
VISN formulary which can be used expand the list of drugs available through the
VANF to meet the unique needs of a VISN). The VANF also incorporates a non-
formulary request or waiver process whereby medically necessary drugs which are
not included on the VANF or on the VISN formularies may be requested by indi-
vidual physicians to meet the needs of individual patients.

Except for a very small number of exceptions, outpatient prescriptions are filled
exclusively in VA operated pharmacies. Mail prescription service is provided
through VA Consolidated Mail Outpatient Pharmacies (CMOPs), while in other
cases, prescriptions are made available for pick-up at pharmacies located in VA
medical treatment facilities. Maintenance medications are generally supplied in 90-
day quantities though the VA CMOPs.

VA’s pharmacy benefit also includes a co-pay system. In February 2002, the co-
pay was increased from $2 for each 30-day supply of medication to $7 for each 30-
day supply. Medical and surgical supplies and any medications used to treat a serv-
ice-connected condition are generally exempt from co-payment. In addition, some
veterans are exempt from all prescription co-payments (i.e., veterans that fall below
the n:ieans test threshold and veterans who are greater than 50 percent service con-
nected.

Question. How much does VA spend each year on pharmaceuticals?

Answer. In fiscal year 2000 VA spent $2.2 billion on pharmaceuticals, and $2.5
billion in fiscal year 2001. The estimate for pharmaceutical expenditures in fiscal
year 2002 is $2.9 billion and fiscal year 2003 is $3.3 billion. VA manages costs by
utilizing generic drug products whenever possible, by encouraging the appropriate
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use of drugs through the VANF process, by lowering unit costs through standardiza-
tion contracting, by decreasing the cost of the distribution of bulk drugs products
through a Pharmaceutical Prime Vendor, by lowering the cost of dispensing pre-
scriptions through the use of VA CMOPs, and by dispensing chronic medications in
90-day supplies.

Question. In December 2000, VA’s Inspector General (OIG) recommended changes
to make VA’s prescription benefit more efficient. One of the recommendations is for
the VA to fill privately written prescriptions. The Inspector General estimated that
this would save VA over $1 billion per year. What is VA’s response to this rec-
ommendation?

Answer. VA does not support the OIG’s recommendation. OIG recommended that
VA stop providing medical care and only provide pharmaceuticals. VA contends that
this recommendation would lead to fragmentation of care and that it is not in the
best interests of veterans. Additionally, if VA were required to fill privately written
prescriptions for any veteran, the system would be overwhelmed due to insufficient
infrastructure and resources to accommodate the additional workload. Using current
expenditures, it is estimated that for each one million veterans who are provided
the pharmacy benefit, VA’s costs would increase by $1 billion annually. Further, VA
would need to increase its staff of pharmacists by a very large number in an envi-
ro?mpnt where they are in short supply and are able to command increasingly high
salaries.

Question. What mechanisms does VA use to manage: drug use? distribution of
drugs? costs?

Answer. To manage the appropriateness of drug therapy, the distribution of
drugs, and the costs of drugs, VA uses a variety of formulary management mecha-
nisms and techniques. VA created a Service Line call the Pharmacy Benefits Man-
agement (PBM) Strategic Health Care Group in 1995 to coordinate the VANF proc-
ess and encourage the appropriate use of drugs by veterans. The VANF process in-
volves several tools designed to encourage the appropriate use of medications and
to positively impact the unit cost of drugs. Some of the tools include the develop-
ment and dissemination of evidence-based clinical guidance [Drug Use Criteria,
Pharmacologic Management Algorithms, Drug Monitoring Criteria, Drug Class Re-
views and other clinical guidance documents, managing drug utilization data to im-
pact prescribing behavior, performing national standardization contracting, encour-
aging improvements in inventory management, and engaging in pharmaceutical out-
comes research.

To manage the distribution of pharmaceuticals to VA treatment facilities, VA uses
a Pharmaceutical Prime Vendor, which distributes products to VA facilities at prices
that are negotiated with the drug manufacturers. The current contract results in
savings of over $50 million per year for VA below the VA contract price for pharma-
ceuticals. Distribution of drug products to individual veteran outpatients is accom-
plished by dispensing at VA treatment facilities and through VA mail prescription
service. Over 50 percent of all VA prescriptions dispensed are mailed to veterans.

As a result of these initiatives, the average cost of a 30-day supply of medication
in VA has increased very little over the past 3 years.

Question. And VA is able to do this without compromising the quality of care for
veterans?

Answer. Yes, all indicators of care reflect improvements in veterans care. These
include but are not limited to measures in the care of diabetes and blood cholesterol.
In the Congressionally mandated study on the VA National Formulary, the Institute
of Medicine concluded that there is no indication that the quality of care in VA has
decreased as a result of the VANF process. Additionally, in its studies of the VA
formulary management process, GAO concluded that the VA formulary process is
clinically sound and that it meets the needs of veterans.

Question. VA’s formularies help contain cost, while still ensuring that veterans
have access to the best medical care. How are these formularies developed?

Answer. The foundation for formulary management decisions is a comprehensive
review and analysis of the published medical literature. These reviews and analyses,
performed by VA clinical staff, result in evidence-based decisions regarding which
products should be included on the VANF, how those products should be used, and
the place in therapy of those products relative to alternative drug therapies. The
review processes focus primarily on a drug’s safety and effectiveness, as well as on
other measures of quality. Cost considerations, while important, are secondary to
quality considerations when determining a drug’s formulary status and place in
therapy in VA.

Final decisions on formulary management are made by two groups of field-based
clinical staff in VA. These two groups are the VA Medical Advisory Panel (MAP)
and the VISN Formulary Leaders Committee (VFL). The first group is comprised
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of 12 VA practicing physicians and one Department of Defense physician. This
group provides physician oversight of the VANF process. The second group is com-
prised of 21 pharmacist or physician representatives from each of the 21 VA VISNs,
the Director of the VA CMOP program, a National Center for Patient Safety phar-
macist representative, a pharmacist representative from VA’s National Acquisition
Center (NAC), and a pharmacist representative from the Department of Defense’s
Pharmacoeconomic Center (PEC). VA physician subspecialty representatives groups
are often invited to provide input on issues of interest prior to MAP and VFL for-
mulary decisions.

VA offers one of the most generous pharmacy benefits and does so at an afford-
able cost, due to the managed formulary process. With rare exception, all available
therapeutic drug classes of drugs available in the United States are represented on
the VANF. The VA formulary management process provides a high level of access
to pharmaceuticals for VA clinicians and veteran patients. VANF drugs comprise
approximately 92 percent of all drug dispensing in VA, while VISN drugs comprise
an additional 6 percent. Considering that VA provides medical/surgical items and
OTC products, it is inarguable that the VA formulary process meets the needs of
veteran patients and VA clinical staff.

Question. In January 2001, GAO reported some networks were not applying the
formularies in a standardized way. Some networks were adding and omitting drugs
on an ad hoc basis. What is VA doing to ensure that there are national standards
for all VA networks—so that all veterans have access to the same drugs—no matter
where they are?

Answer. VA has rewritten its policy on the national formulary process to address
GAOQO’s concerns, has made adherence to the VHA Directive on the VANF a topic
for discussion in many forums with VA pharmacists and clinical leaders, and has
made explicit requirements in the Directive for national, regional, and local clinical
and administrative staff.

VA has taken the following specific actions: development of a template for VISNS
to use for considering drugs for inclusion on their VISN formularies; review of all
formulary actions taken by VISNS and distribution of that information among
VISNS, requiring a national review of all New Molecular Entities approved by the
FDA before a VISN can add it to its formulary, and a requirement that if a medica-
tion is added to 10 or more VISN formularies, a national review and decision will
occur. Additionally, VA has added a requirement that if a veteran has therapy initi-
ated in one VISN and transfers his care to another VISN, that the therapy will not
be changed due to any variations with VISN formularies. Lastly, VA has started to
review access to pharmaceuticals (down to the individual facility level) where there
could be potential problems (i.e., drugs which are high cost, under used, over used,
ietc.) and is reporting that data to VISNs on a regular basis with a request for fol-
ow-up.

Question. How could VA’s pharmacy benefits management initiatives serve as
benchmarks for a future Medicare drug benefit?

Answer. VA’s comprehensive approach of addressing the contracting, distribution
and clinical use of drugs clearly demonstrates that evidence-based formulary man-
agement can reduce cost while maintaining or improving the quality of care and ac-
cess to pharmaceuticals.

Evidence-based formulary decisions and contracting within a therapeutic class can
manage cost and not compromise the quality of care. VA has been able to achieve
high compliance to both the formulary and contracts. Utilization management
through the use of disease and drug treatment guidelines also has application. Key
to the success of either program is organizational buy-in. VA utilizes practicing phy-
sicians within the VA system as decision makers. Additionally, VA uses experts
within the health care system when decisions are to be made in specific diseases,
i.e., HIV/AIDS, diabetes.

Additionally, the use of a Pharmaceutical Prime Vendor, a Consolidated Mail Out-
patient Pharmacy and clinical pharmacists who can help manage individual patient
care would positively impact the system. Of course, considerable opposition to the
inclusion of some of these tools in a Medicare drug benefit by various stakeholder
groups should be anticipated.

Question. VA recently increased the Prescription Drug copayment from $2 to $7.
How did the VA arrive at this amount?

Answer. VA may not require a veteran to pay an amount in excess of the actual
cost of the medication and the administrative costs related to the dispensing of the
medication. VHA conducted a study of the pharmacy administrative costs relating
to the dispensing of medication on an outpatient basis and found that VA incurred
a cost of §7.28 to dispense an outpatient medication even without consideration of
the actual cost of the medication. This amount covers the cost of consultation time,
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filling time, dispensing time, an appropriate share of the direct and indirect per-
sonnel costs physical overhead and materials, and supply costs. It was thus deter-
mined that $7 00 would be an appropriate co- payment

Question. Does the VA plan further increases or adjustments to the co-pay? What
process will be used to determine any future changes to the co-pay?

Answer. The amount of the medication co-payment will be reviewed on an annual
basis. Increases will be based on the Prescription Drug Component of the Medical
Consumer Price Index.

NURSING SHORTAGE

Question. Does the VA agree that a quality work environment for VA nurses
translates directly into quality of care for our veterans?

Answer. VA agrees that a quality work environment for nurses translates into
quality of care for our veterans. Research has shown a strong link between positive
nursing work environments (including the involvement of nurses in decisions that
can have impact on patient care) and enhanced patient outcomes.!

The American Nurses Credentialing Center’s (ANCC) Magnet Hospital Recogni-
tion Program is designed to recognize excellence in nursing care based on a quality
work environment.2 Research has shown that magnet hospitals demonstrate out-
standing outcomes in patient and staff satisfaction, staff productivity, and reduced
length of hospital stay for patients. The Tampa VA Medical Center is the first in
VHA to have attained Magnet status.

Question. More and more, VA nurses are asked to perform duties that are not di-
rectly related to the care of veterans—like administrative and janitorial duties. But
the VA doesn’t allow nurses to negotiate over these duties. How does this affect re-
tention of VA nurses? The quality of care for our veterans?

Answer. The Report of VHA’s Nursing Workforce Planning Group states: “In VA,
nurses are routinely required to “substitute” for absent allied or ancillary staff, such
as laboratory or clerical support, simply because in the past there have always been
nurses present in the care environment to do so. This substitution for other workers
diminishes nurses’ capacity to provide nursing care and worsens the effect of the
nursing shortage.”

VA recognizes that while the quality of our veterans care remains high, such utili-
zation takes nurses and other healthcare providers away from patient care processes
and results in strong employment dissatisfaction that impedes both retention and
recruitment of staff.

Question. Would giving nurses collective bargaining authority provide a “double
value” by both increasing the “quality of life” for nurses, and “quality of care” for
veterans?

Answer. The Congress, in section 7422, title 38, U.S.C. extended collective bar-
gaining rights to title 38 personnel to include nurses.

VA nurses currently have and utilize all collective bargaining authorities avail-
able to Federal employment. In addition, VA nurses are active participants in part-
nership councils at all levels of the organization.

Question. The VA Nurses Recruitment and Retention Act created a National Com-
mission on VA Nursing. What is the status of this Commission?

Answer. The membership of the Commission has been appointed. The Commission
will hold its first meeting in May 2002.

Question. Could the Commission look into the collective bargaining issue?

Answer. Yes. The Commission has been charged to consider legislative and policy
changes to enhance recruitment and retention of nurses, and to make recommenda-
tions in these areas as appropriate.

Question. What other steps is the VA taking to recruit and retain nurses?

Answer. Understanding the gravity of the future nursing shortage situation, VA
recognized the need to bring together nursing and health care management experts
to fully explore all issues that have an impact on VA’s ability to maintain a highly
qualified nursing workforce. As a result, the Future Nursing Workforce Planning
Group (Planning Group) was established in August 2000.

1Aiken, L. et al. “Nurses’ Reports on Hospital Care in Five Countries,” Health Affairs, May/
June 2001, 43-53.

Havens, D. S., & Aiken, L. H. (1999). Shaping systems to promote desired outcomes: The Mag-
net Hospltal Model. JONA 29(2), 14-20.

2 ANCC refers to Magnet status as representmg a culture of excellence that includes: nurses
who have the status needed to influence people and procure necessary resources; good collabora-
tion between nurses, physicians, and administrators; and established systems needed to insure
nurse participation in policy decisions.
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In January, VHA released A Call to Action—VA’s Response to the National Nurs-
ing Shortage. The report is the product of VA’s National Nursing Workforce Plan-
ning Group whose membership was made up of nurses from a variety of positions,
labor partners, VA medical center administrators, and Human Resources experts.
This group consulted with national experts in nursing, government and academe,
conducted an extensive review of the literature and met with VA employees. What
emerged as a result is a frank discussion of VA’s ability to compete in today’s nurs-
ing labor market and the barriers that impede nurse retention, recruitment and uti-
lization. Recommendations for diminishing these barriers are presented; they range
from the need for legislative initiatives to the need for flexibility and respect in the
work environment.

To disseminate the Report’s content, VHA has held policy level briefings and pro-
duced a national broadcast for all employees using the VA Knowledge Network. The
report and its recommendations will be the subject of national meetings and will
lﬁf considered by the VA Workforce Task Force and the National Commission on VA

ursing.

VA has placed significant emphasis on the education and training of its nurses.
The National Nursing Education Initiative (NNEI), implemented in March 2000, is
a VA established subcomponent of the Employee Incentive Scholarship Program
(EISP) that supports educational opportunities for VA’s registered nurses to expand
their formal education. It helps ensure that VA nurses are educationally prepared
to provide the highest quality of health care to veterans across the full range of clin-
ical practice roles. Additionally, the NNEI will prepare nurses for their new and
evolving roles as VA continues its transformation from a hospital-based system to
one that focuses on primary care and care management in outpatient, home, and
community settings. As of September 30, 2001, the NNEI accounted for nearly 90
percent of all the EISP participants. Academic year 2000-2001 was the first full
year of operation of the NNEIEISP. At the conclusion of fiscal year 2001, 2,087 VA
employees had been awarded EISP scholarships, including 1,870 registered nurses
under the NNEI subcomponent. The total cost of these scholarships, many of which
are multi-year awards that in some cases continue into academic year 2005-2006,
is approximately $23.3 million. The portion of the EISP funding that was specifi-
cally for the NNEI amounted to $21.3 million.

Additionally VA has increased its emphasis on recruitment outreach for registered
nurses. In fiscal year 2001, VA has more than doubled the number of the number
nursing conventions, job fairs and other recruitment forums where it sponsors ex-
hibits to promote VA as an employer of choice. Similarly, VA has increased its na-
tionwide advertising which includes eye-catching display ads prominently placed in
major newspapers and professional journals and internet advertising with links to
VA’s health care recruitment web site.

VA is in the process of implementing the Education Debt Reduction Program
(EDRP) that provides the authority to implement to help recently appointed health
care employees such as nurses reduce the interest and principle on government and
commercial loans that they obtained to fund their health care education. It appears
that some concerns with the National Partnership Council have been resolved and
that the award process will begin in the very near future. The EDRP is expected
to be a highly effective tool for recruiting nurses.

As another initiative, a senior VA nurse executive is now a member of the staff
of the Healthcare Staff Development and Retention Office to facilitate the utilization
of existing recruitment and retention programs and the creation of new programs.

Question. What will the VA spend on these initiatives in 2003?

Answer. Up to $10 million will be spent on the NNEI in fiscal year 2003 and $1.7
million is in the budget for VA Learning Opportunities Residency Program
(VALOR). About $5 million is available for the EDRP. The lion’s share of the VA’s
national health care advertising budget, which totals about $1.5 million, will be
shifted to nursing.

Question. How can the VA-HUD Subcommittee help bolster these initiatives?

Answer. It is critical that VA be a competitive employer of new nursing graduates.
The VA Learning Opportunities Residency Program (VALOR)3, which has had a
positive impact on nurse recruitment in the past and has won national acclaim, is
a rich source of new nurses. VA will promote a positive work environment for nurses

3The nationally acclaimed Veterans Affairs Learning Opportunities Residency Program
(VALOR) is an honors program administered by local VA facilities but funded centrally. VALOR
provides specialized summer educational and clinical experiences to nursing students with
GPA’s of 3.0 or higher. Participants are paid 80 percent of RN pay and if they elect VA employ-
ment after graduation they are given special salary consideration. In fiscal year 2001 there are
267 VALOR students being supported in 77 VA medical centers.
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and all employees and will continue to develop recruitment and retention strategies
that enable competitive employment of a qualified nursing workforce.

COLLECTIONS

Question. The 2003 budget assumes that VA will collect $1.4 billion in 2003, an
increase of about $500 million above the 2002 level. How much of this amount does
VA estimate would come from the proposed $1,500 deductible?

Answer. An estimated $260 million revenue increase is expected to come from the
$1,500 deductible proposal. This proposal is also expected to generate an overall net
workload expenditure reduction of $885 million, for an overall reduction in the ap-
propriation request of $1.145 billion for veterans’ health services in fiscal year 2003.

Question. Last month, the VA’s Inspector General reported on missed billing op-
portunities, backlogs of claims worth a billion dollars, and poor follow-up on bills.
GAO has found similar problems about VA’s collections efforts. What is VA doing
to collect what veterans and taxpayers are owed?

Answer. For the past 4% years VA has contracted with a private vendor to follow-
up on third parties receivables over 90 days old. This contract has resulted in collec-
tions totaling $200 million at a cost of a little more than $4 million. This contract
required the contractor to submit 5 additional follow-up letters to an insurance com-
pany for payment to VA for the service provided.

Additionally, the VHA Revenue Office is in the process of “testing” the concept
of outsourcing follow-up activities between one VISN and the Allied Interstate Com-
pany (a collection company). For a period of 120 days, the company will attempt to
resolve aged billing claims while on location in a VISN facility. This test will provide
insight into how well a private sector billing company can provide outsourcing for
billing services.

We have simultaneously encouraged VISNs to identify outsourcing opportunities,
not only for follow-up activities, but also for coding and billing. A number of VISNs
are in the process of developing statements of work for outsourcing and several oth-
ers have issued solicitations.

Question. How much does VA spend on its collections efforts? For example, for
every dollar spent on collections, how much does VA actually collect?

Answer. VA’s cost to collect from third-parties is very difficult to compare with
private industry’s cost to collect. VA’s measurement for this process is a cost to oper-
ate. VA’s data systems cannot provide data for collections and costs to differentiate
between first and third-parties. The cost accounting system records only total collec-
tions and cannot identify cost expenditures to the first and third-party level. There
have been cost assessment studies done in prior years by contractors and one cur-
rently underway; both of which have shown (show) how the cost to collect/operate
has declined over the past few years. This decrease in cost to operate can be attrib-
uted to a number of improvements in the process for billing and collecting of first
and third-party receivables. These enhancements include the electronic generation
of patient statements from one location, the receipt of payments for first party
charges through a lock box bank, and the automatic posting of those payments to
a patient’s account. Additionally, improvements made to the third-party billing proc-
ess include facilities using an Electronic Data Interchange (EDI) in the near future
to submit bills to insurance companies electronically, centralization/consolidation of
like collection functions, and outsourcing/contracting out follow-up activities.

Systems Flow, Inc., has been contracted to study and develop annual reports to
Congress on an assessment and an interim evaluation of alternative business mod-
els presented in VHA’s Business Plan for Revenue Collection. Systems Flow, Inc. re-
viewed three VISNs on various subject matters including cost to collect data. A draft
based on preliminary data results (using December 2001 data) was issued February
12, 2002. The cost to operate on average for three VISNs for third-party collections
averaged 22 cents to collect $1 and averaged 16 cents to collect $1 of total collections
(first and third-party).

Question. Does the VA know to what extent it is owed by deadbeat third parties?
Is VA able to estimate how much?

Answer. We are unable to systematically identify payers that routinely or frivo-
lously deny payment of our claims. However, field staffs occasionally provide anec-
dotal information on the subject. Therefore, to provide an accurate response will re-
quire substantial systems development for monitoring and reporting on such occur-
rences. We anticipate a greater capacity to monitor such activity with advent of the
Electronic Data Interchange (EDI).

Question. Why has the VA chosen to keep billing in-house, rather than contracting
it out to the private sector, which has more experience in billing issues?
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Answer. VA is in the unique situation of dealing with service connected and non-
service connected veteran patients for billing purposes. Due to the various rules and
regulations that deal with this situation, many private sector billing companies will
have to modify their software in order to bill for VHA services. VHA’s study of com-
mercial-off-the-shelf billing products identified several vendors that could provide
billing outsourcing with effective training and the upfront work with the VistA soft-
ware to extract the episode of care information. To that end, the Office of Informa-
tion’s Software Design and Development section is in the process of making the
VistA software “billing aware” so that it can be integrated with potential private
sector billing companies. Another issue hindering the outsourcing of billing is ob-
taining security clearances for individuals performing billing work for a potential
contractor. Security clearances must be obtained for each individual accessing the
VHA computer systems. Further, the contractor must be physically located on VA
property to stay within the VA computer systems firewall to preserve the security
of the data. Another issue hindering the outsourcing of billing is the lack of con-
sistent documentation and use of the Computerized Patient Medical Record System
(CPRS) at all clinics within a medical center. These issues are being addressed by
VHA management.

The VHA Revenue Office is in the process of “testing” the concept of outsourcing
follow-up activities between one VISN and the Allied Interstate Company (a collec-
tion company). For a period of 120 days, the company will attempt to resolve aged
billing claims while on location in a VISN facility. This test will provide insight into
how well a private sector billing company can provide outsourcing for billing serv-
ices. The Revenue Office will be conducting weekly conference calls on the status
of this initiative with VISN 12, as well as receive monthly progress reports on the
amount collected by Allied Interstate Company.

In addition, we have simultaneously encouraged VISNs to identify outsourcing op-
portunities, not only for billing, but also for coding and accounts receivable manage-
ment. In fact, several VISNs have such outsourcing situations in progress and sev-
eral others have issued solicitations. The VHA Revenue Office maintains a list of
VISN/Medical Center contracts from across the country. This listing will be avail-
able to VISN/Medical Centers for information on contracts available.

The foregoing activities indicate a desire and commitment within VA to
outsourcing options.

. Questgon. Has VA been able to develop a list of “lessons learned” to maximize col-
ections?

Answer. VHA has identified 24 action items to enhance revenue operations.
Project Teams are pursuing the implementation of these action items in the areas
of Billing, Coding, Insurance, Utilization Management and Accounts Receivable
Management. These project teams will make recommendations for improvements to
the Revenue program and develop training programs for facilities to implement best
practices.

We are consolidating information into a central resource vehicle to assist field rev-
enue staffs in maximizing their collection efforts.

WAITING TIMES

Question. What can the VA tell us about current waiting times? How long do vet-
erans wait to get a doctors appointment? How long do they sit in the waiting room?

Answer. Eighty seven percent of primary care appointments and 83 percent of
specialty care appointments are scheduled within 30 days of desired date. This
measure includes ALL patients seeking an appointment. For new non-emergent pa-
tients seeking an appointment to primary care, the current waiting times is 58.7
days. In addition, 71 percent of patients reported that they waited 20 minutes or
less to see their provider.

VHA tracks and monitors other information on waiting time to provide a richer
context for evaluating performance. Information on performance for February 2002
is included in the table below. VHA tracks performance on these monitors over time
to assess the effectiveness of corrective actions as well as to monitor the effect of
other factors, such as eligibility changes and budgetary impacts on waiting times.
Attachment A provides data on general trends of nationwide improvements for
VHA'’s average wait times for primary care and specialty clinics.

OTHER VHA WAITING TIME MONITORS—FEBRUARY 2002

Measure Specialty Clinic Plan/days | Actual/days

Average next available primary care appointment (Primary) 30 38
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OTHER VHA WAITING TIME MONITORS—FEBRUARY 2002—Continued

Measure Specialty Clinic Plan/days | Actual/days

Average next available specialty appointment waiting time ............. Audiology . 30 31.8
Cardiology 30 35.8

Eye Care .. 30 61.7

Orthopedics .. 30 344

Urology 30 411

Average primary care new appointment waiting time ... (Primary) 30 58.7
Average specialty new appointment waiting time Audiology . 30 53.5
Cardiology 30 35.7

Eye Care .. 30 174

Orthopedics .. 30 38.6

Urology 30 455

Question. What are the goals for patient waiting time?

Answer. The Department level goals for waiting time for fiscal year 2003 are pro-
vided below.: The strategic goal for each of the performance measures below is 90
percent by 2006.

—89 percent of primary care veterans appointments will be scheduled within 30
days of desired date (excludes new enrollees who are pending scheduling of
their first appointment);

—87 percent of specialist appointments will be scheduled within 30 days of de-
sired date (excludes new enrollees who are pending scheduling of their first ap-
pointment); and

—T72 percent of patients will report being seen within 20 minutes of their sched-
uled appointments at VA health care facilities.

Note: pending scheduling is defined as a patient who has requested their first ap-

pointment and is waiting to be scheduled.

Question. How were these goals developed?

Answer. In 1995, a survey was conducted for actual wait times, by clinic. The data
were analyzed to determine which clinics had the most problematic wait times.
Measures were prioritized for those clinics with the highest wait times. Targets
were set based on community expectations based on literature searches and discus-
sions with other managed care groups.

Question. What is the VA doing to develop a system to accurately quantify the
current situation?

Answer. VHA has identified some immediate issues that must be addressed:

—The current “30 days measures” do not accurately reflect the experience of new
patients.

—The present data exclude the wait time experience of new enrollees whose appli-
cation for enrollment has been received but not processed and new enrollees
Wlh?il indicate a desire for primary care appointment that has not been sched-
uled.

VHA recognizes that data credibility is compromised as the current “VHA-OMB
30 day wait measure” appears to be far better than anecdotally reported wait expe-
riences. Whether due to absence of available slot or other reasons, “waiting lists”
of Veterans to be entered into the scheduling system are known to exist. “Waiting
times” is an area of intense concern among facility and Network leadership.

In January 2002, VHA’s Policy Review Board recommended and VHA’s (Acting)
Under Secretary for Health approved the following proposed actions:

—Improve construction and communication of current measures to better reveal
wait experiences of both new and established patients in primary and specialty
care.

—Transition OMB/GPRA/VA Strategic Measures to either supplement or replace
“percent with 30 days” with average wait times for primary or specialty care
categorized by “all patient” and “new patients”

—Include new patient wait data in primary and specialty care in all VHA wait
times performance reporting

—Improve business processes to support improved data:

—Standardize the entry process for new enrollees, building on processes developed
in VISN 8. This should include standard “pre-triage” questions to determine
basic preference and reveal urgency of clinical needs at the time of enrollment.
Consider use of triage clinics, if primary care slots not available. Incorporate
principles of advanced access, including recommendations for primary care
panel size range into standard entry process design.
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—Formalize “electronic wait list” in VISTA to more consistently and accurately
reflect demand across VHA, and reduce risk of enrollees lost to follow-up due
to clerical error.

—Conduct periodic survey of new enrollees at defined periods after enrollment to
assess their experience with waiting times.

Question. How much funding does VA anticipate devoting to quantify this problem

in 2003?

Answer. The fiscal year 2003 budget includes a request for $159 million to im-

prove access and service delivery.

CLAIMS PROCESSING TIMES

Question. What is the current processing time for claims?

Answer. The current (through February 2002) average completion time for rating
claims is 222 days.

Question. What is the goal?

Answer. The fiscal year 2002 goal is 208 days.

Question. What lessons has the VA learned from past efforts to improve proc-
essing times?

Answer. Because of concern over the increasing VBA workloads and the length
of time veterans were waiting for decisions on their claims, the Secretary estab-
lished the VA Claims Processing Task Force. The Task Force was charged with as-
sessing VBA’s current operations and the impact of efforts to improve claims proc-
essing. The Task Force was asked to recommend measures and actions that would
increase the efficiency and productivity of VBA operations, shrink the backlog, and
reduce the time it takes to decide a claim.

The Task Force found that previous efforts to improve processing times had fo-
cused on the “back end” of the process—from preparation of the rating decision to
award and decision notification. Nearly all clerical positions had been eliminated
and replaced with additional “decision makers.” The Veterans Services Representa-
tive (VSR) position was created, which has been assessed to include over 10,900 sep-
arate tasks (including clerical functions), any combination of which a VSR could be
expected to perform on any given day.

It was the assessment of the Task Force that the broad scope of duties coupled
with the administrative “clerical” functions actually reduced the time available for
the VSR and the Rating Veterans Services Representative (RVSR) to make deci-
sions. Little attention was paid to assuring proper and complete evidence develop-
ment. As a result, claims were delayed time and time again as essential evidence
was not solicited until months after the claim had been received.

We have learned that our attention must focus on the entire claims process, from
the date the claim is received in the Regional Office to the time the final decision
is made on the claim, including any appeals that might have been filed. The Task
Force recommended specialization of claims processing in order to ensure complete
and timely development, reduction of cycle time delays, improved quality of deci-
sions and awards, and complete and understandable notification to claimants. In ad-
dition, the Task Force recommended re-establishment of a clerical position to handle
the administrative function, thus freeing up more direct labor hours for the VSR
and RVSR. We are confident that these actions will improve both the timeliness and
quality of VBA decisions.

Question. How much funding does VA anticipate devoting to improving claims
processing time in 2003?

Answer. For fiscal year 2003, $50 million has been budgeted for initiatives to im-
prove claims processing. These initiatives focus not only on timeliness, but also on
quality and other aspects of claims processing, and are not all short term initiatives.
Examples are Virtual VA (VBA’s imaging initiative), Systematic Individual Perform-
ance Assessment (SIPA), and Compensation and Pension Evaluation Redesign
(CAPER).

Question. How many new employees?

Answer. These initiatives will require 106 additional FTE (20 for Virtual VA, 64
for SIPA, 6 for CAPER, and 16 for other VBA-wide initiatives).

Question. How will VA train new employees so they will be able to make a real
difference?

Answer. Training programs have been created for delivery through a variety of
media, but the cornerstone of training for both RVSRs and VSRs is the Compensa-
tion and Pension (C&P) Training and Performance Support System (TPSS). For
RVSRs, formal training occurs over a period of 26 weeks. TPSS is supplemented
with training by student and instructor guides that includes a variety of practical
exercises. A great deal of time is also allotted for work with mentors, where stu-
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dents are expected to demonstrate application of the knowledge they have obtained
through success with live cases. For VSRs, formal training is outlined in the “VSR
Field Guide”. The Field Guide to VSR training website contains 48 weeks of training
materials including the course curriculum, schedules, and all materials for instruc-
tion. Last year’s VSR course design called for 12 weeks of initial instructor-led train-
ing. The purpose was to deliver uniform training in a compressed timeframe with
as little impact as possible to the resources of the individual Service Centers. Sta-
tions would then continue training the remainder of the 48-week curriculum as
trainees became more productive.

Question. How have the VA’s new duty to assist requirements impacted processing
times?

Answer. The Veterans Claims Assistance Act (VCAA) required that VBA readjudi-
cate more than 98,000 previously denied claims, as well as review the 230,000
claims in our pending inventory at the time VCAA was enacted to ensure compli-
ance with the Act. This major increase in our workload had a significant impact on
the average processing times.

All VCAA claims have now been added to the inventory. At the same time, we
have taken aggressive steps to increase rating production, which is the key to reduc-
ing the claims backlog and improving the timeliness of our decisions. From October
2001 through February 2002, VBA decided over 294,000 cases for a 5 month average
of 58,800. This represents a 47 percent increase over fiscal year 2001 production lev-
els. We expect our production to continue to increase as many of our recently hired
employees gain additional experience and we begin to implement the recommenda-
tions of the Claims Processing Task Force.

We believe our increased production levels and the Task Force initiatives will now
enable us to make major inroads into the pending inventory. Our goal is to reduce
the pending rating inventory to 315,000 claims by the end of this year. Even though
we project major reductions in our pending inventory, the average days to complete
will continue to increase as we focus on completing the oldest claims in our inven-
tory.
Question. Is the VA developing safeguards to ensure times won’t get worse as it
does more to help veterans develop their claims?

Answer. We have taken several steps to ensure our focus remains on timeliness
and accuracy. We have developed output targets for each regional office, and estab-
lished national standards for Veterans Service Representatives and Rating Veterans
Service Representatives. We have established performance standards for regional of-
fice directors that include specific goals for improvement in the timeliness of rating
claims, reduction in the pending inventory of claims, etc. These performance plans
also state that if any goals are not met, the director must provide compelling miti-
gating reasons and identify actions being taken to improve the performance.

Wellness plans have already been requested of some station directors who have
thus far failed to achieve goals specified in the performance plan. The wellness plan
is a detailed analysis of the current situation, causes for the non-performance, and
development and implementation of countermeasures. If wellness plans do not re-
sult in performance improvements and no mitigating reasons exist, appropriate ad-
ministrative action will be taken.

We are currently piloting a recommendation from the Claims Processing Task
Force to establish specialized teams within the claims processing functions of
Triage, Pre-determination, Rating, Post-determination, Appeals, and Public Contact.
The Triage team will assign work to the appropriate team or work the case in the
Triage unit if an issue can be quickly resolved. The Pre-determination team will en-
sure complete and timely development of rating claims received from the Triage
team. By addressing the current cycle time delays at the front end of both the rating
and non-rating claims process, we expect significant improvement in the overall
timeliness of claims processing. National implementation of this pilot will be com-
plete by the end of this summer.

LONG TERM CARE

Question. What is the status of VA’s implementation of long term care?

Answer. VA has implemented a number of the major long-term care provisions of
the Millennium Act. Section 101(a), Nursing Home Care Eligibility, as implemented
in February 2000. Further guidance was provided in November 2000 with issuance
of VHA Directive 2000-044. Section 101(c), Extended Care Services and Extended
Care Copayments, has been partially implemented with issuance of VHA Directive
2001-061 in October. This directive notes that VA will amend the regulations estab-
lishing the benefits package to include outpatient geriatric evaluation, adult day
health care and home and community-based respite care. Home care, hospice/pallia-
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tive care and inpatient respite were included in the benefits package under prior
authority. The amended Medical Benefits Package, Copayments for Extended Care
Services proposed regulation was published October 4, 2001. Final regulations were
forwarded to OMB on March 14, 2002.

Section 102—Long—Term Care Pilots-are in progress at three VA sites (Dayton,
Columbia, SC, and Denver, CO). The first veterans were enrolled in the pilot in mid-
2001 and the final report to Congress will be submitted in April 2005, 9 months
following the conclusion of the pilots. Section 103—Assisted Living Pilot—is in
progress in VISN 20, Pacific Northwest. The first veterans were enrolled in this
pilot in January 2002 and the final report to Congress will be submitted in October
2004, 90 days prior to the conclusion of the pilot. Lastly, implementation of Section
207—State Home Construction Grants—is nearly completed. Proposed regulations
were published June 26, 2001 and were utilized to establish the fiscal year 2002
State Home Construction Priority List. Publication of final regulations is expected
in April 2002.

Question. How much will VA spend on long term care in 2003?

Answer. VA projects that it will spend approximately $3.6 billion on long-term
care in 2003. Of this amount, $3.2 billion is for institutional long-term care and $0.4
billion is for non-institutional long-term care.

Question. What is the status of the assisted living pilots?

Answer. VA’s Assisted Living (AL) Pilot being conducted in Network 20 (Wash-
ington, Oregon, Idaho, Alaska) started admitting veterans in the pilot study group
to AL facilities in January 2002. Contract issues and Institutional Review Board
issues delayed implementation of this pilot program from the planned start of mid-
2001, but all of these issues have now been resolved. The pilot will be conducted
for 3 years, and the report to Congress on the outcomes will be provided 90 days
prior to the completion of the pilot as required in the Millennium Act. VA’s Health
Services Research Centers of Excellence are conducting the evaluation of this pilot.

FORT HOWARD

Question. Will the VA continue to move forward with the Mission Change and En-
hanced Use project underway at Fort Howard?

Answer. Yes. The Mission Change is currently in progress. The estimated date to
complete the Mission Change is September 2002. In addition, the planning process
for the revitalization of the Fort Howard campus into a “Continuum of Care Retire-
ment Community” utilizing Enhanced-Use legislation has been initiated. There is a
lot of interest in the project. This community concept would be a first in the VA,
and may likely prove to be a model for other VA sites nationally where aging build-
ings and abundant property are a capital burden on the VA system.

Question. What changes can veterans, their families, and VA employees expect in
the coming months?

Answer. The changes that veterans, their families, and employees will see in the
upcoming months will be the progressive relocation of inpatient programs and ad-
ministrative functions to other VAMHCS sites where excess capacity exists. The
planned relocations will provide a better environment and accessibility for serving
the health care needs of Maryland’s veterans. No current program offered at Fort
Howard will be eliminated. As most of the program moves are dependent upon var-
ious construction projects, the estimated date to complete the Mission Change is
September 2002. The 32-bed Substance Abuse and Residential Rehabilitation Treat-
ment Program (SARRTP) was relocated to Perry Point in February 2001. The Med-
ical Care Cost Fund (MCCF) Office, also known as the Revenue Office, was relo-
cated to Perry Point in June 2001. The Ventilator/Respiratory Therapy beds (12-bed
unit) were relocated to Perry Point in December 2001. Other planned relocations
and construction projects will follow this spring and summer. When the last of the
inpatient moves are completed, the current Fort Howard primary care outpatient
clinic will be relocated from the main hospital building to Building 249, which is
located behind the existing hospital building and adjacent to the main parking lot.

Question. Will the outpatient services continue at the Fort Howard campus
throughout the entire transition?

Answer. Yes. As noted above, when the last of the inpatient moves are completed,
the current primary care outpatient clinic will be relocated from the main hospital
building to Building 249. Veterans who are currently receiving primary care out-
patient services will continue to receive these services without interruption during
the transition. Although Building 249, which was built in 1992, is the newest build-
ing located on the Fort Howard campus, construction is scheduled to begin in April
21002 to make the space more functional for the needs of the primary care outpatient
clinic.
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Question. Veterans with inpatient needs will be referred to the Baltimore VAMC.
What is the VA doing to prepare the Baltimore facility for its expected increase in
workload? What facility improvements are being made? What is the VA doing to en-
sure that healthcare workers at the facility are able to provide quality customer
service to an increased workload?

Answer. There will be no increase in inpatient workload at the Baltimore facility
as a result of the Fort Howard Mission Change. The Baltimore facility supports the
acute and critical care needs of veterans for the entire VAMHCS. Fort Howard is
a sub-acute care facility. Upon completion of the Mission Change, the Fort Howard
inpatient programs will be relocated to more modern and comfortable accommoda-
tions at the Perry Point and Loch Raven facilities. Over $7 million has been allo-
cated for construction projects to accomplish the planned relocations (see attached
list). The transfer of patient workload and staff from Fort Howard to the Perry
Point and Loch Raven facilities will increase workload at these two locations; how-
ever, the overall system workload will not increase. Employees have been given the
option to relocate with their programs, as appropriate. We believe that the veteran
population will benefit from the planned relocations, and the current level of quality
care and customer service will be maintained.

FORT HOWARD MISSION CHANGE PROJECT COST SUMMARY

Site Project title Project number Project cost
Fiscal Year 2000 Funding:
LR Renovate BRECC1 For Rehab Therapy (Design/Construction) ............cccoueeeeen. 512-00-166 ..... $179,650
PP Relocate Cardiology To 19H 512-00-321 ..... 246,372
LR Rehab/Admin Bumpout Addition (Design) 512-00-168 ..... 52,500
LR Renovate Animal Facility For Orthotics (DeSign) ........ccoccoveereeeneeiesieinirnsiirenns 512-00-167 ..... 83,000
PP Renovate 22H For SARTP (Design) 512-00-320 ..... 44,843
PP Add Bathrooms 23A (Design) 512-00-322 ..... 27,880
PP Renovate 13H For Admin Svcs (Design) 512-00-323 ..... 0
Subtotal 1634,245
PP Renovate 14A & B 512-319 ... 23,920,000
Fiscal Year 2000 Total 4,554,245
Fiscal Year 2001 Funding:
PP Add Bathrooms 23A 512-00-322 ..... 152,500
FH Renovate Bldg 249 (Design) 512-00-120 ..... 51,500
Subtotal 204,000
Fiscal Year 2002 Funding:
LR Rehab/Admin Bumpout Addition (Construction) 512-00-168 ..... 378,854
LR Renovate Animal Facility For Orthotics (Construction) oo | 512-00-167 ..... 400,000
FH Renovate Bldg 249 (Construction) 512-00-120 ..... 375,000
PP Renovate 13H For Admin Svcs (Construction) 512-00-323 ..... 390,071
PP Renovate 22H For SARTP (Construction) 512-00-320 ..... 379,222
Fiscal year 2001 and 2002 total 31,923,147
Funding Pending:
BT Provide A&MMS Space in Warehouse SB-01-104 ....... 359,000
BT Renovate 2nd Floor Audiology 20,000
LR Renovate B—4 basement area for EMS Offices & Linen Carts 75,000
LR Convert EMS Linen Cart Rm In BRECC to Offices 25,000
LR Add Offices In B—4 Near Security (w/o bathroom) 75,000
LR Expand Dental Suite @ BRECC SB-02-202 ....... 80,000
Funding pending total 634,000
Grand Total 7,315,392

1$486,000 received in FCP 073 in fiscal year 2000.
2$3,920,000 approved for 14H.
3$2.0M received in FCP 1934 in fiscal year 2002.

Question. Will the VA stick to the current timetable that calls for the Mission
Change to be complete by September 2002, and for the Enhanced Use to be com-
plete by January 2003?

Answer. The VAMHCS is doing everything possible to ensure the timelines pre-
sented to date are maintained. As most of the program moves are dependent on the
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completion of various construction projects, the estimated date to complete the Mis-
sion Change is September 2002. The Enhanced-Use portion of the project is a more
complex and difficult process to forecast. A contract was awarded to a consultant
to conduct an Environmental Assessment and the historical, marketing, land plan-
ning, and financial feasibility studies for the Enhanced-Use portion of the project.
These studies are necessary to properly validate the proposed concept and identify
any potential concerns. The marketing, land planning, and financial feasibility stud-
ies have been completed. The historical study is currently under final review by the
Maryland Historical Trust and the Historic Preservation Officer, VA Central Office.
At or near completion of the Environmental Assessment, a formal request to con-
tinue pursuit of the Enhanced-Use portion of the project will be forwarded to VA
Central Office for review and approval. Based on current estimations by the Office
of Asset Enterprise Management, VA Central Office, the Enhanced-Use process
takes approximately 12 months to complete which results in the awarding of a con-
tract to a developer. It is unlikely that the formal Enhanced-Use process will be
completed by January 2003 as previously planned.

Question. Has the VA bid the Enhanced Use portion of the project in January
2002 as planned? If so, was notice provided to the Committee? If not, what is the
delay?

Answer. No. The formal Enhanced-Use process of the project was expected to
begin in January 2002 with the submission of a Business Plan. This Business/Con-
cept plan is the first step in the formal process leading to execution of an Enhanced-
Use project. Subsequent steps necessary prior to “bidding” include plan approval,
conducting a public hearing, and notification to Congress of the Department’s des-
ignation of the site for an Enhanced-Use lease. As noted in the response above, prior
to submission of the Business Plan (formal request to continue pursuit of the En-
hanced-Use project) there are several studies that must be completed to properly
validate the proposed project and identify any potential concerns. Most of these
studies have been completed with the exception of the Environmental Assessment.
At or near completion of the Environmental Assessment, a formal request to con-
tinue pursuit of the Enhanced-Use process will be forwarded to VA Central Office.

Question. If the State does not authorize a new State Veterans Home at Fort
Howard, what impact will it have on the Enhanced Use plan?

Answer. If the State of Maryland does not authorize a new State veterans Home
at Fort Howard, there will be no impact on the enhanced-use plan. If the State does
not build at Fort Howard, the land will be utilized to further enhance the retire-
ment community, as appropriate.

MAJOR CONSTRUCTION

Question. The 2003 budget request includes 4 seismic projects in California total-
ing $94 million. While each of the 4 projects are on VA’s priority list, the request
skips over projects that are identified by VA as a higher priority—for example,
projects in Cleveland and Anchorage are of higher priority to VA, yet they are not
requested. What is the rationale for this?

Answer. All of the mentioned projects are important to VA, however, when put-
ting together recommendations for the President’s fiscal year 2003 budget request
the concern for the life and safety risk associated with potential seismic related
structural failure of the listed facilities outweighed the Cleveland and Anchorage
projects.

Question. What is the authorization status of each of the projects on the VA’s fis-
cal year 2003 Priority Major Medical Construction Projects list? For each project
that is authorized, please provide: the date the project was authorized, the legisla-
tive citation, and when the authorization expires. Please note each project that is
not authorized. Please also note the CARES status of each project.

Answer. The proposed SCI/Blind Rehabilitation Project for Hines is the only
project on the List of 20, which is currently authorized for expenditure of funding.
This is also the only project associated with a completed CARES study.

Question. What are the VA’s plans for the CARES process?

Answer. The VA’s current plans for Phase II of the CARES process will begin in
Spring 2002. Phase II will call for all of the remaining Networks to develop CARES
plans based on actuarial projections provided, space and facility assessments and
other guidance and criteria provided to them by VACO. Preparations in VACO have
begun to initiate this process. All studies and decisions should be completed within
the next 2 years.



Question. The Committee has not yet received notification of the fiscal year 2002
minor construction projects. Please provide this list to the Committee.

Answer. Attached are VHA minor projects that were approved by a Department
wide workgroup (as required by the Committees) and included in the fiscal year
2002 operating plan. This plan may be revised as needed. VA will forward the oper-

80

MINOR CONSTRUCTION

ating plan to the Committees as revisions are made.

2002 Minor Operating Plan

Project Budget  |FY 2002 Planned|
Network No|  Facility Division Number Project Title Category Cost Target Obligations
ogus
1 VAMBROC 402-265 Ambulatory Surgery oP $1,660,000 $145,000
White River
1 Junction 405-063 Building#28 oT $1,326,599 $79,280
1 Bedford VAH 518-300 | Renovate and Expand B-4 NHCU )i $3,983,750 $3,983,750
UDIOL(
1 Boston HCS Boston £23-331 PATHOLOGY CONSOLIDATE OP $1,160,000 $1,020,000
SUPPORT SERVICE
1 Boston HCS Boston £23-342 MODIFICATIONS JP OP $1,240,000 $1,090,000
1 Boston HCS | W. Roxbury 523-337 B1-35 P $2,680,000 $2,380,000
1 Boston HCS | W. Roxbury £23-338 [SURGICAL SUPPORT SPACE (WR)| P $735,000 $660,000
SUPPORT SERVICE
1 Boston HCS | W. Roxbury £23-343 MODIFICATION, WR PP $1,255,000 $1,105,000
1 Boston HCS | W. Roxbury 523:344 Medical Nursing Unit B1-2S 1P $2,156,250 $1,906,250
TNFRASTRUCTURE
1 Boston HCS | W. Roxbury 5§23-346 {IMPROVEMENTS WEST ROXBURY] PP $1,390,000 $1,290,000
lanchester elocate and NHCU
1 VAMC 608-310 Improvements P $2,703,200 $230,000
“Providence N
1 VAMC £50-330 SERVICES oP $2,605,000 $2,365,000
nnecticut
1 HCS West Haven 689-352 Ward Up-Grade 1P $3,275,625 $2,875,625
1 TOTAL $26,170,424 $19,129,905
2 Albany VAMC Albany 528-301 Renovate ICU/CCU P $2,790,107 $2,568,000
inandalgua
2 VAMC C: 532-313 AND 9 P $3,840,000 $3,440,000
2 Syracuse VAMC|  Syracuse 528-702 | Expand Emergency Department oT $3,946,850 $3,532,000
2 Syracuse VAMC|  Syracuse §28-704 | Construct Addition for MRI Sulte oT $2,900,000 $368,000
2TOTAL $13,476,957 $9,908,000
3 Bronx VAMC 526-314 Expand Eye Clinic OoP $2,987,500 $300,000
New York
3 Harbor HCS Brooklyn 630-401 ER/ Admitting Area Upgrade OoP $3,032,500 $2,787,500
Yo
3 Harbor HCS Brookiyn 630404 Hemodialysls Renovation OP $2,999,500 $250,000
ew
3 Harbor HCS Brooklyn 630-405 MRI/Urgent Care OoP $2,925,000 $250,000
lew Jersey B
3 HCS East Orange 561-307 Upgrade Surgical Suite 1P $3,398,750 $285,000
New Jersey
3 HCS East Orange 561-308 Consolidate MICU & SICU P $3,918,750. $325,000
udson Val
3 HCS Castle Point 620-319 Outpatient Dental/SPD OP $3,000,000 $2,750,000
fson Valley
3 HCS Montrose 820-322 |C Outpatient Building 3 oP $2,390,000 $240,000
lew Yo!
3 Harbor HCS New York 830-089 MODERNIZE CLINIC, 8W oT $2,778,560 $2,600,000
Northport A
3 VAMC 632-315 PSYCHIATRY OP $3,429,340 $3,150,000
Northport Ri
3 VAMC £32-316 UNIT P $2,875,000 $250,000
3 TOTAL $33,734,900 $13,187,500
mington
4 VAM&ROC 460-302 Enhance Amb. Surgery opP $3,786,000 $3,451,000
4 Altoona VAMC 503-303 Expand Primary Care Clinics OP $3,700,000 $482,000
Expand Primary and Specialty
4 Butler VAMC 529-307 Clinlcs OoP $2,989,000 $280,000
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2002 Minor Operating Plan

Project Budget y |FY 2002 Planned
Network No| Facility Division Number Project Title Category Cost Target Obligations 2
Coal
4 VAMC 542-306 RENQVATE BUILDING NO.59 P $3,811,850 $3,480,850
Phladelphia onnecting Bridge to Nursing
4 VAMC §42-314 Home oT $1,601,500 $100,000
Wikes-Barre
4 VAMC 693-307 | Renovate Ward 4W for Amb Care o $2,669,000 $2,415,000
4 TOTAL $18,557,350 $10,208,850
Surglcal & Managed Care OPC
5 Maryland HCS Baltimore 512-505 Improvements oP $3,774,059 $3,324,059
‘Washington
5 VAMC §88-320 | OUTPATIENT SURGICAL CENTER| OP $3,775,250 $3,321,250
5 TOTAL $7,549,309 $6,645,309
6 Beckley VAMC 517200 Speclalty Clinics QP $1,479,000 $140,250
6 Beckley VAMC $17-305 Clinical Addition Phase 2 oP $2,812,134 $2,659,800
novate and Expan
6 Hampton VAMC| 590-228 b OopP $2,794,000 $2,544,000
6 Asheville VAMC 637:300a Correct SPD Deficlencles or $1,177,192 $1,177,192
ipgrat i
6 Salem VAMC 658301 Care oP $1,167,000 $114,000
6 TOTAL $9,429,326 $6,635,242
7 Augusta VAMC 509-317 ICU Renovation DD 1P $3,677,443 $366,476
Charleston
7 VAMC £34-312 Clinical Specialties Addition o7 $3,900,000 $370,000
7 Columbia VAMC| 544-311 [« 1P/OP PI oP $3,521,791 $3,113,567
‘Alabanma Consolidate Busmess
7 Veterans HCS 619-111 Office/Admin Functions oT $2,681,156 $2,681,156
7 TOTAL $13,780,390 | $6,531,199
8 Miami VAMC 546-102 HVAC UPGRADE P $2,579,000 $2,315,000
8 San Juan VAMC| 672-401 OPA BACKFILL BLDG. 1 OP $2,997,465 $2,725,000
DIALYSIS, FISCAL, PROGTHETT N
8 San Juan VAMC| 872-701 RELOCATION OoP $2,999,257 $2,729,257
| RENOVATE WARDS 44,201 &
8 San Juan VAMC| 672-702 202 P $2,999,696 $2,729,696
8 San Juan VAMC| 672-711 | RENOVATE WARDS 2B2 & 2C2 1P $2,995,000 $2,725,000
8 Tampa VAH §73-316 Construct Cath Lab 2 oP $1,145,000 $150,000
8 Tampa VAH 673-405 Renovate CCU g $2,968,000 $298,000
8 Tampa VAH §73-608 | ORL AMB CARE IMPROVE, PH 2 oP $2,688,000 $2,454,000
8 TOTAL $21,371,418 $16,125,953
Lexington Establish Ambulatory Surgery, Ph
9 VAMC 596-310 2, CDD (C) OP $2,213,000 $2,153,000
Cexington | CONSOLIDATE PHARMACY OPS
9 VAMC 596:319 © oP $3,735,000 $3,435,000
9 Louisville VAMC| £§03-312 Create Public Restrooms or $1,780,000 $1,615,000
jountain Home| te Surgical 7 B30,
9 VAMC 621:305 200 ® $4,000,000 $400,000
LAl &
9 Nashville VAMC £26-304 INFRASTRUCTURE IMPROVE oT $2,511,000 $262,000
9 TOTAL $14,239,000 | $7,865,000
Tndinnadl
10 VAMC 539-312 Primary Care Addition OP $3,895,000 $355,000
Tinannat
10 VAMC £39-313 Expand/Remodel SICU P $3,357,000 $301,000
Clevéland
10 VAMC 541-305 | Renovate/ Relocate Hemodialysis OoP $2,000,000 $2,000,000
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2002 Minor Operating Plan

Project Budget y |FY 2002 Planned
Network No|  Facliity Division Number Project Title Category | COstTarget Obligations®
Tnstall Céntral Alr Conditioning,
10 Dayton VAMC 552:310 Bldg 410 P $2,530,000 $220,000
10 TOTAL $11,782,000 |  $2,876,000
lers ntrols -
11 Danville VAMC 550-306 Boller Plant [id $3,744,000 $250,000
inEianapT:hs CATE
11 VAMC §83-320 | WAREHOUSE oP $3,996,000 $3,505,000
Renovate semel
11 Saginaw VAMC §55-302 MCCR oT $750,000 $690,000
11 TOTAL $8,490,000 $4,445,000
U
12 Hines VAH 578-314 GENERATORS [ $3,657,500 $3,332,500
] BATE ICU
12 Hines VAH 578319 UNITS P $3,771,750 $3,771,750
12 Hines VAH 578321 EYE/ENT CLINICS B-200 oP $2,232,500 $2,232,500
TIDATE
12 Hines VAH 578323 | PHARMACY SERVICE oP $3,076,687 $2,875,625
12 Hines VAH $78:329 CLINICS 4TH FLOOR B-200 oP $3,712,191 $3,450,750
Tron Mountain
12 VAMC £65-030 [¢ ICU - 3West P $1,762,300 $1,762,300
12 TOTAL $18,212,928 | $17,425,425
Fargo Remodel For Surgical Nursing
13 VAMROC 437:-304 Unit P $3,968,250 $3,630,500
Fargo
13 VAM&ROC 437:305 | Medicine Nursing Unit Renovation P $3,884,832 $330,624
5BUX Fa 5
13 VAHBROC 438-363 Addttional Clinic Space opP $3,640,000 $3,360,000
13 St. Cloud VAMC §56-315 | Expand Ambulatory Care, Bidg. 1 oP $3,975,000 $300,000
13 TOTAL $15,468,082 | $7,621,124
dﬂﬁ TOW!
14 HCS Des Moines | §36-302 | Correct Qutpatient Deficlencies oP $2,362,000 $2,090,000
QE-W fowa
14 HCS Towa City §36-331 | Renovate 7th Floor 8 5 West P $1,793,369 $1,793,369
NFW iuwa novate Nursing Home Care
14 HCS Grand Island | 636-324 Unit P $3,545,163 $362,910
14 TOTAL $7,700,532 $4,246,279
WIchTea
15 VAMSROC 589301 | O Specialty Clinics oP $3,247,500 $3,247,500
15 VAMC 589-313 RELOCATE PCUY P $2,300,000 $200,000
15 TOTAL $5,547,500 $3,447,500
16 Gulf Coast HCS Biloxi £§20-303 PRIVACY, BLDG 2 or $2,760,000 $2,500,000
Fayetteville Ul
16 VAMC 564:221 | PRIMARY CARE oP $3,646,220 $290,000
| CONSOLIDATED MENTAL-
16 Houston VAMC 580-304 HEALTH 6TH FLOOR ~ id $3,000,000 $2,750,000
Centra i
16 Arkansas HCS |  Little Rock | 508-352 | AMB.CARE/ER IMPROVEMENTS opP $1,797,700 $1,637,700
CEntra
16 Arkansas HCS | _Little Rock | 598-354 Expand Research or $4,000,000 $3,717,000
New Orieans | RENOVATE 9TH FLOORFOR
16 VAMC 829-302 PTSD & MENTAL HEALTH P $3,285,000 $275,000
5“'2\!&90& ﬁp lacement !SEs llan ana
16 VAMC §67-042 Outpt.) P $3,780,000 $3,438,000
16 TOTAL $22,268,920 | $14,607,700
\-IDFE €xas
17 HCS Dallas 549-210 | Patient Privacy/UFAS Def. Ph.6 P $1,700,000 $1,500,000
North Texas Upgrade Bldg. 1, Mental Health
17 HCS Dallas 549-308 PP/Safety Phase I P $1,700,000 $200,000
NOEE exas
17 HCS Dallas 549-313 jAmbulatory Care Renovation PHII| oP $2,000,000 $1,800,000
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2002 Minor Operating Plan

Project Budget 4 |FY2002
Network No| Facllity Division Number Project Title Category Cost Target Obligations
North Texas Patient Privacy/UF/ . Phase
17 HCS Dallas 549-315 7 P $1,700,000 $200,000
South Texas
17 HCS San Antonio 671-221 MICU RELOCATION P $3,330,000 $3,330,000
Central Texas Domicliary Programs
17 HCS Temple 674-206 C P $1,912,000 $150,000
Central Texas
17 HCS Temple 674-2680 Basement Renovation Bldg.204 PP $980,000 $80,000
17 TOTAL $13,322,000 $7,260,000
New Mexico .
18 HCS que 501-313 Mental Health oP $1,500,000 $150,000
18 Amarillo HCS £04-214 Expand Specialty Care oP $680,000 $620,000
West Texas Environmental Improvements -
18 HCS BigSpring | 519302 NHCU P . $2,800,000 $2,500,000
Relocate GI, Pulmonary, and
18 Phoenix VAMC 644-208 Cardiology to 6th Fir QopP $1,814,750 $1,644,750
18 Phoenix VAMC 644-209 Renovate Ward 4C P $1,450,000 $132,000
Northern 107
18 Arizona HCS Prescott 840-401 FOR CLINICAL DIAG. SVC'S 0oP $1,123,000 $1,123,000
Northern ovate 2nd Floor
18 Arizona HCS Prescott % Mental Health Clini¢/S orP $1,115,000 $1,115,000
uthern
18 Arizona HCS Tucson 678311 y Surgery C opP $2,000,000 $200,000
18 TOTAL $12,482,750 $7,484,750
T 8
_19 Montana HCS | Ft Harrison 436-102 154A (AMB CARE) oT $825,000 $770,000
19 Montana HCS | FtHarrison | 436-103 RELOCATION oP $634,500 $580,500
19 TOTAL . $1,459,300 $1,350,500
20 Portland VAMC £48-307 | G of ICU's. Bldg 100 ) $3,987,649 $3,752,649
20 Portland VAMC £48-300 B-6 Selsmic Corrections PP $2,633,150 $219,000
20 Portland VAMC £48-310 B-16 Seismic Ct PP $2,822,250 $238,000
20 Roseburg HCS 8583317 Expand Radiology oP $3,076,900 $265,000
Puget
20 HCS American Lake| 663-322 Remodel Pharmacy, B81 oP $1,551,000 $1,395,000
Puget Sound
20 HCS American Lake| 663-325 Correct Seismic Defs. B6 (A) OP $2,742,950 $257,000
Puget Sound
20 HCS American Lake| 663-328 Renovate B85, Floor 3 (A) oP $2,192,750 $189,000
20 Spokane VAMC §68-305 Renovate ACU Ward P $1,485,000 $1,350,000
20 TOTAL $20,491,649 $7,665,649
Centra model 6-East npatiel
21 California HCS | Fresno 570-206 Psych P $2,820,000 $2,820,000
21 Palo Alto HCS Livermore §40-336 REPLACE HVAC, BLDG. 64 oT $2,136,000 $1,926,000
21 Palo Alto HCS |  Menlo Park 840414 SEISMIC CORRECTION, B-137 PP $2,867,000 $290,000
21 Palo Alto HCS Palo Alto 840-340 329 ' oT $3,053,000 $300,000
21 Palo Alto HCS Palo Alto 640-354 PRIVACY, B2 C-WING PP $2,990,000 $2,690,000
Siérra Nevada iperating m and
21 HCS Reno §54-305 ICU Suite Improvements OP $2,705,403 $289,864
San Francisco ind Ambufatory Care,
21 VAMC - §62-314 Bullding 200, First Floor OP $2,790,675 $2,531,625
21 TOTAL $19,362,078 $10,847,489
VA Southern
22 Nevada Las Vegas 593-201 MOFH Clinical P $3,838,260 $324,360
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2002 Minor Operating Plan

Network No| " DI Project Budget 4 |FY 2002 Planned|
Facliity ivision Number Project Title C ry Cost Target Obligations
Toma Linda OUTPATIENT
22 VAH 605-310 RECONFIGURATION oP $3,895,000 $3,600,000
Toma Uinda
22 VAH 805-311 Operating Suite oT $1,725,000 $1,725,000
{oma Linda
22 VAH 805-312 | Remodel Primary Care Module 4 oP - $870,000 $820,000
San Dlego
22 VAMC 664-316 CYSTOSCOPY REMODEL OR 8 OP $620,000 $620,000
San Dlego |~ ELECTROPHYSIOLOGY [AB 4
22 VAMC §64-318 WEST oP $592,000 $592,000
Greater Lo5 B500 5th Floor Spedial
22 Angeles HCS |W. Los Angeles| §91-327 Procedures oP $3,960,541 $3,617,500
Greater LOS TO! C, ant ics.
22 Angeles HCS |W. Los Angeles| 891-328 WL Center OoP $3,793,012 $406,394
22 TOTAL $19,293,813 $11,705,254
GRAND TOTAL $334,190,826  $197,219,628 7

" The cost target column refers to the total project cost over several years.

2 Planned obligations for each project refers to the amount of funding VA intends to obligated this fiscal year.

¥ The total unobligated funds available for VHA Minor Construction is $217,285,000. Additional projects may be
reviewed and added to the operating plan. Revised plans will be forwarded to the Committees.

Question. In fiscal year 2002, the Committee provided $32 million above the budg-
et request for minor construction projects. Please identify the projects funded as a
result of this increase.

Answer. VHA received $17.2 million of the additional funds. Out of the $17.2 mil-
lion, $6 million has been allocated to seismic projects and $11.2 million was distrib-
uted to the VISNs in support of their greatest minor construction needs. NCA re-
ceived an additional $2.8 million, VBA an additional $10 million, and Staff Offices
obtained an additional $2 million over the original 2002 request.

Question. What percentage of funding is for minor construction will support im-
provements to VA medical research facilities?

Answer. Based on the fiscal year 2002 minor construction applications and oper-
ating plan, only one project was identified for research. That project totaled $3.7
million and equates to 2.3 percent of the appropriation of $161.5 million.

Question. In fiscal year 2002, the Committee provided $25 million for CARES ap-
proved minor construction projects. How will VA allocate this funding?

Answer. VISN 12 received $17.5 million in CARES funding with $1.5 million set
aside to fund design work for additional VISN 12 CARES projects. The remaining
$6 million will be allocated to other approved CARES projects.

HOMELAND SECURITY

Question. VA’s Fourth Mission is to serve as a backup to the DOD healthcare sys-
tem in times of national emergency. What does VA propose to spend in 2003 to pre-
pare for this mission?

Answer. VA’s Preparedness Review Working Group identified a need to provide
direct interface and exchange of data with the DOD patient evacuation system to
be better prepared to assess hospital capability and capacity, track active duty cas-
ualties transferred to VA, and maintain casualty data within VA’s VISTA system
while military active duty patients are receiving treatment within VA’s healthcare
system. The report also recommended providing 1-800 access capability for informa-
tion and location of military patients.

GERIATRICS

Question. The fiscal year 2002 Senate VA-HUD Report directed VA to report on
the feasibility of extending geriatric fellowships to 2 years, and to make additional
recommendations to make geriatric fellowship more competitive with the private
sector. The Committee appreciates receiving this report.

While the report noted that VA had created a specialized 2 year geriatric fellow-
ship, but did not address the issue of making all geriatric fellowships 2 years. What
is the VA’s response to this specific issue?

Answer. VA supports two programs for physician training in geriatrics. The first
of these is geriatric medicine residency (or fellowship) positions in Accreditation
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Council for Graduate Medical Education (ACGME)-accredited subspecialty residency
training programs. The second program that VA supports is its Post-residency Spe-
cial Fellowship Program in Advanced Geriatrics. VA established this program when
some VA and non-VA geriatric leaders expressed concerns that 1 year of geriatric
medicine subspecialty residency training was insufficient to educate leaders in geri-
atrics. They asked VA to continue its residency training and to develop advanced
geriatric medicine training opportunities. VA agreed. Continuing to fund ACGME-
accredited geriatric medicine and geriatric psychiatry residency training positions,
it also established a 2 year VA Special Fellowship Program in Advanced Geriatrics.

VA believes that it is important to support both of these programs to meet the
clinical needs of geriatric patients as well as to develop leaders in geriatrics for aca-
demic centers and health systems. The 1 year clinical residency programs accredited
by the ACGME provide the credentials necessary for practice in the specialty of ger-
iatrics. The program length is set by the accrediting agency. The 2 year, VA post
residency Advanced Geriatrics Fellowship Program develops geriatrics leaders for
VA and the Nation.

Quegtion. What is the VA doing to actually implement the recommendations of the
report?

Answer. VA established its Post-residency Special Fellowship Program in Ad-
vanced Geriatrics in 2000. This program is for post-residency physicians who have
completed ACGME-accredited subspecialty residency training in geriatric medicine
or geriatric psychiatry and want to lead geriatrics in academic centers and health
systems. Fellows receive 2 years of additional training in geriatric research, ad-
vanced education, and advanced clinical care. Fellows spend approximately 75 per-
cent of their time in geriatrics research and education and 25 percent in advanced
clinical care. In 2000, VA competitively selected seven Geriatric Research, Edu-
cation, and Clinical Center (GRECC) sites to implement the Advanced Geriatrics
Fellowship Program. The West Los Angeles/Sepulveda GRECC was selected as the
hub site to coordinate fellowship activities. The first fellows were selected in 2001,
and the second cadre will begin in 2002. The Hub site has coordinated curriculum
dlev(tialopment, recruitment and evaluation at the selected sites. Accomplishments in-
clude:

—A coordinated series of recruitment activities has been undertaken.

—A cadre of fellows have been recruited and participated in a nationally coordi-

nated curriculum of geriatrics education.

—A series of two-way interactive videos has been initiated.

—Fellows have been provided with travel and tuition assistance to attend at least

one national geriatrics meeting a year.

—As fellows enter their second year of fellowship training, special attention will

be paid to mentoring in career development and leadership development.

—A plan for evaluation of the program has been developed and is underway

MEDICAL RESEARCH

Question. The budget request is $394 million. What does that buy?

Answer. The 2003 request of $409 million will allow VA to fund 2,780 research
and development projects and 2,907 full-time equivalents. After adjusting for the
CSRS and FEHB accruals of $15 million, the request is $394 million. This request
congsists of a program increase of $23 million. This program increase includes $12
million for payroll and inflation adjustments and $11 million for new research ini-
tiatives. The new research initiatives include the following:

—Two new Quality Enhancement Research Initiative Centers.

—Chronic disease management for Myocardial Revascularization On and Off
Cardiopulmonary Bypass and Open Versus Endovascular Surgery for Abdom-
inal Aortic Aneurysms.

—New studies focused on ensuring homeless and minority veterans in rural areas
receive equal access to health care and ensuring quality of care outcomes for
primary care for diseases of particular importance in woman.

—Diseases of the brain (e.g., Alzheimer’s and Parkinson’s) to include the following
initiatives:

—New Parkinson’s Disease projects include stem cell and fetal transplantation
research in animal models, advances in neuroimaging technology to monitor
the progression of the disease, the role of neurotransmitters other than
dopamine in Parkinson’s Disease, gene therapy, and mechanisms of damage
to nerve cells.

—Neurorehabilitation researchers continue to capitalize on new findings sur-
rounding the brain and its ability to reorganize following injury-ischemic or
traumatic. Initial success utilizing constraint-induced therapies for restora-
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tion of upper limb functions in hemiplegic patients requires evidence to as-
sure optimal clinical implementation. In addition, premliminary research into
motor therapy for lower limb function and speech-language recovery, although
not as advanced, is showing cause for optimism in the neurorehab commu-
nity. The coupling of pharmacotherapies with physical therapy remains a
course towards recovery of function that is promising, although not yet fully
understood. An additional adjunctive therapy with promise is functional elec-
trical stimulation (FES), which has only begun to be explored. Although in-
tensive physical therapy shows promise for recovery, it also requires inordi-
nate and expensive clinical resources. Robotic technology is seen as a solution,
not only in response to manpower issues, but to delivering precise and con-
sistent therapy, thereby enhancing improvement. Technology for the upper
limb is under development with VA sponsorship. Similar lower limb tech-
nology is not as advanced. Finally, application of neurorehab approaches has
only just begun to be studies for Parkinson’s Disease, ALS, and Alzheimer’s
Disease.

Other important areas that may receive additional funding include aging, micro
technology, stroke, multiple sclerosis, chronic viral diseases, and patient outcomes
in rehabilitative care.

In addition to the $409 million in the Medical and Prosthetic Research appropria-
tion, the Medical and Prosthetic Research program is supported with $401 million
from Medical Care and $656 million from other Federal and private medical re-
search organizations such as the Department of Defense, National Institutes of
Health, and pharmaceutical companies. The $1.5 billion in total funding will allow
VA to maintain research centers in the areas of Gulf War illnesses, diabetes, heart
disease, chronic viral diseases (e.g., HIV/AIDS), Parkinson’s disease, spinal cord in-
jury, prostate cancer, depression, environmental hazards, and women’s issues, as
well as rehabilitation and Health Services Research and Development field pro-
grams.

Question. How does VA prioritize research?

Answer. VA currently focuses more than 99 per cent of its Medical and Prosthetic
Research budget on its nine designated research areas: Aging and Age Related
Changes, Acute and Traumatic Injuries, Chronic Diseases, Health Services and Sys-
tems, Mental Health, Military Occupational and Environmental Exposures, Sensory
gli)sorders and Loss, Special (Underserved, High Risk) Populations, Substance

use.

The Office of Research and Development receives input from multiple sources to
prioritize research that will best meet the needs of the veterans population: the Na-
tif(%nal Research Advisory Council, veterans service organization, other VA and VHA
offices.

Question. The budget request supports 3,167 FTE, the same as the 2002 level.
Why is the current estimate significantly lower—2,983 FTE?

Answer. VA submitted a fiscal year 2002 budget request of $360.2 million and
3,167 full-time equivalents (FTE). The fiscal year 2002 current estimate of $371.0
million and 2,983 FTE is the result of fiscal year 2002 Congressional action, which
supports the proposed increase in the fiscal year 2002 pay raise from 3.6 to 4.6 per-
cent. The reduction of 184 FTE reflects the staffing requirement to maintain the
mix of projects estimated for fiscal year 2002.

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER S. BOND
COLLECTIONS

Question. 1 believe that VA must improve its collections from veterans’ private
health insurers. GAO recently testified that “long-standing problems in VA’s rev-
enue operations appear to persist, and when compared to private sector standards,
VA’s collections performance is poor.” In fact, VA has over $700 million in out-
standing receivables. First, how is VA improving its collection efforts? Second, what
is VA doing to collect its outstanding receivables?

Answer. For the past 4% years VA has contracted with a private vendor to follow-
up on third parties receivables over 90 days old. This contract has resulted in collec-
tions totaling $184 million at a cost of a little more than $4 million. The VHA Rev-
enue Office is in the process of identifying requirements to develop a Request for
Proposals (RFP) to outsource accounts receivable management of third-party ac-
counts. We anticipate that multiple awards would be forthcoming from this effort
and expect a September 2002 award. Several VISNs have outsourcing efforts in
progress and others are in the process of soliciting bids.
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In addition, VHA has identified twenty-four action items to enhance revenue oper-
ations. Project Teams are currently implementing action items in the Billing, Cod-
ing, Insurance, Utilization Management and Accounts Receivable Management
areas.

Question. Some believe that VA should be able to collect more than $1.4 billion
as projected in your budget request. Is this possible?

Answer. The projected $1.4 billion includes $260 million for the proposed $1,500
deductible. If the $1,500 deductible is not implemented, the projected collection fig-
ure should be revised downward to $1.2 billion.

[Dollars in Millions]

Fiscal year 2002 | Fiscal year 2003
October—February : .
+ projected collec- | projected collec-
fiscal year 2002 tions tions

MCCF 380 805 1,084
HSIF 1 225 364
Extended Care Revolving Fund 0 20 40

Total 381 1,050 1,488

CARES—VISN 12 IMPLEMENTATION

Question. Last month, you made an announcement recommending the realign-
ment of facilities in VISN 12. Your recommendation includes the closure of one of
four Chicago medical centers and the construction of a new $40 million spinal cord
and blind rehabilitation center at Hines. Your recommendation also includes other
costs such as the creation of new community-based outpatient clinics. Do you have
a cost estimate of the total amount of funds that VISN 12 will need to implement
your recommendation?

Answer. The costs for each option were identified in the VISN 12 report. The
three approved options have costs of: Option B—$71.4 million, Option G—$33.8 mil-
lion, and Option I—$7.6 million, for a total of $112.8 million. This figure reflects
the order of magnitude costs for easily identifiable major capital needs. It will be
upwardly adjusted as a result of the implementation plan. That plan will include
the full spectrum of capital investment requirements to put into operation the ap-
proved options B, G, and I.

Question. One of your press releases stated that VA expected to save an “estimate
$720 million over the next 20 years.” Can you explain this cost savings estimate?
How will the appropriations committee see the impact of these savings in future
budget requests? Assuming no additional legislative mandates are enacted, can the
appgogriators expect the savings from CARES to translate into lower budget request
needs?

Answer. A substantial portion of the estimated savings will be generated through
the eventual closure or substantial downsizing of the Lakeside VAMC facility. Oper-
ating costs for utilities and the buildings and grounds, salaries for in-direct patient
care staffing, and clinical program efficiencies all contribute to the savings. In addi-
tion, there is a potential for a revenue income if VA can successfully identify an En-
hanced Use Lease partner for the property. Other savings accrue through a com-
parison of the life cycle costs for each option over the 20 year period calculated. Cost
savings will be re-invested throughout the VISN 12 facilities and CBOCs in order
to increase clinical staffing (reduction of waiting times) and provide otherwise lim-
ited or difficult to obtain services to veteran patients. Two new CBOC’s are planned
to be established in order to provide more accessibility to VA health care services
for Veterans.

CARES—NEXT STEPS

Question. With the completion of CARES in VISN 12, I would like to hear about
the next phase of CARES. VA’s original plan was to implement the CARES studies
in three phases. VA’s fiscal year 2003 budget justifications specifies that after com-
pleting VISN 12, Phase II would be carried out, covering 8 networks, and then com-
plete CARES for the rest of the Nation. Are your current plans to still carry out
C}I?RES? in these Phases? What are your expected timeframes in completing these
Phases?

Answer. VA’s current plans are to complete the CARES planning process in all
of the remaining Networks in Phase II. The current expected timeframes call for
the planning process to be initiated in the Networks in 2002. Networks would de-
velop their proposed plans under guidance from VACO and with actuarial and other
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data. At the end of October, their proposed plans would be sent to VACO. Following
a period of review in VACO, a CARES commission would review the plans, hold
public hearings, take public comment and ultimately provide final recommendations
to the Secretary. The Secretary would then make decisions on those recommenda-
tions and announce them sometime in Summer 2003.

Question. I am concerned about VA’s in-house ability to perform the studies. Two
questions: one, do you have the in-house expertise and staffing resources to perform
the CARES studies and two, how will you ensure that the studies are objective? I
am worried that if the VISN directors are in charge of conducting their own studies,
there will be a conflict-of-interest.

Answer. The VA will contract for actuarial studies to project veteran enrollment
for 20 years for each Network and facility. The VA has the in-house capability,
which may in some specific situations or issues that arise, have to be supplemented
by contractors in the other areas required for the CARES plans. Staffing in VACO
has been approved by VA, and recruitment is underway.

The studies will be objective for several reasons. First, the Networks will be given
specific guidance and criteria which they must use in order to complete their plans.
Secondly, the VA CARES Office will be reviewing Network plans to make sure that
the guidance has been followed. Thirdly, VA is planning to use a CARES commis-
sion, which will also review all the plans, hold hearings and allow for public com-
ment.

FUNDING FOR CARES

Question. The last area of CARES that I would like to ask you about is funding.
Your budget request only proposes $40 million to fund CARES. This is a $60 million
reduction from the fiscal year 2002 enacted level. I am concerned that when the
CARES studies are completed, there will not be adequate funding available to pay
for the realignment costs. Based on the small funding request for CARES, is it your
expectation that very little if any at all CARES studies will be completed and imple-
mented in fiscal year 2003? If you expect the studies to be completed in fiscal year
2004, can we expect a major budget request for CARES projects? Do we need to ex-
amine any changes in the funding process to take care of current and future CARES
project needs?

Answer. Implementation of the VISN 12 CARES study options will be fully under-
way in fiscal year 2003 and the requested funding is expected to be sufficient to
cover any design or design and construction initiatives expected to be obligated dur-
ing that fiscal year. The remaining CARES service delivery options are expected to
be developed in fiscal year 2003 so only minimal design dollars for a few of those
selections are expected to be needed. It is expected that fiscal year 2004 and future
budget years will be when the major funding needs for CARES initiatives will re-
sult. There are no changes in the funding process for CARES needs known at this
time. As always, ensuring that initiatives are both authorized and adequately fund-
ed will require clear and open communications between VA and both authorizing
and appropriations committees.

CONSTRUCTION FUNDING

Question. I am puzzled by the request for $94 million in the major construction
account to fund four new seismic repair projects in California and another $130 mil-
lion in the minor construction account to fund other projects. VA is proposing to re-
habilitate these facilities without any CARES review. Further, in its February 2002
list of priority major medical construction projects, the four California facilities are
ranked 1, 3, 5, and 8. (#2 is for an ambulatory care project in Cleveland and #4
is for general upgrades in Anchorage). To add to my confusion, VA justified the in-
clusion of these four seismic projects because they were ranked #1, #2, #3, and #7
on its list of 73 identified “Exceptionally High Risk” facilities based upon a govern-
ment-wide seismic review. Your staff has also indicated that, despite the expected
decrease in patient population, visits, and bed needs at these four facilities, the
main structures proposed to be upgraded will survive a CARES review.

First of all, can you explain why VA continues to propose funding for capital im-
provements in Major and Minor Construction accounts while we are awaiting the
restructuring plans from the CARES assessments? Why do we even have these sep-
arate priority lists instead of having one just based on CARES? Can you explain
to me how these four projects were included in the budget request even though they
do not all rank in the top four of any VA construction list I have seen? Second, what
criteria are you using to make these exceptions to the CARES process? How big is
this “exceptions to CARES” universe? Lastly, how do you plan to reconcile the fund-
ing of these exceptions with the planned CARES studies? Will an area such as San
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Francisco have any incentive to perform a legitimate CARES study if they believe
that their projects will get funded outside the process?

Answer. There are many large veteran population areas that are currently only
served by single VA facilities. VA fully expects to maintain a viable presence in
these areas even though the type of services may change over time as the veteran
population ages and demands changing services. Infrastructure projects, like the
seismic structural projects or projects that upgrade the electrical distribution system
within an aged facility are meant to ensure a continued viable presence for what-
ever functional need is defined through the CARES process. The CARES process
will assist in defining the types and quantities of services these facilities should be
configured to house. In the case of a campus facility with a large main building and
multiple smaller buildings, the expectation is that as the workload at those facilities
decreases over the next 20 years, that services will be consolidated into the main
facility structures, making many of the “out buildings” unneeded by VA. The “ in-
centive” for a facility like San Francisco is that they will need future projects other
than the seismic upgrade to reconfigure their internal spaces to efficiently meet the
changing missions they will be assigned through the CARES “enhanced services” re-
alignment.

VA—-DOD COST-SHARING

Question. Another area that I believe needs some further exploration is cost-shar-
ing arrangements with the Department of Defense. I am aware that VA and DOD
have made some joint arrangements such as in the pharmaceutical area. GAO re-
ported last year that VA and DOD saved more than $40 million in fiscal year 2000.
I understand that you created your own internal task force to examine VA-DOD
cost-sharing. Further, a Presidential Task Force was created last May by President
Bush to improve coordination of health care delivery activities between VA and
DOD in order to improve benefits and services for veterans. Could you elaborate on
these cost-sharing efforts? What did your own internal task force accomplish? Also,
I would like to hear your views on the Presidential Task Force and how you are
supporting it.

Answer. Section 3(e) of the VA-DOD Health Resources Sharing Act (38 USC
8111) requires that “any funds received through earnings in VA-DOD sharing
agreements shall be credited to funds that have been allotted to the facility that
provided the care or services.” VA has followed this policy since the law was imple-
mented. The law provides an incentive for VA facilities to enter into agreements
with DOD and has benefited veterans by allowing facilities to provide services to
veterans that would not otherwise have been available.

While the primary focus of the law is to allow facilities to expand services for its
beneficiaries, cost savings (cost avoidance) to the budget do occur, especially in the
purchase of services. By spending less on goods and services facilities have more
money available. VA purchased $22.6 million from DOD in sharing agreements in
fiscal year 2001 and estimates purchases of $22.9 million in fiscal year 2002 and
$23.2 million in fiscal year 2002 and fiscal year 2003. VA provided reimbursement
for VA/DOD sharing services of $38.6 million in fiscal year 2001 and estimates reim-
bursement of $39.6 million in fiscal year 2002 and $41.3 in fiscal year 2003. How-
ever, VA purchases in facility-to-facility sharing are difficult to quantify and are
quite small. For fiscal year 2001, VA purchased $20.4 million from DOD in local
sharing agreements (about .09 percent of VA’s fiscal year 2001 budget).

VA-DOD cost savings can be documented through joint procurement efforts, pri-
marily in pharmaceuticals. As of the end of February 2002, there were 54 joint VA/
DOD joint contracts for pharmaceuticals; 37 additional joint contracts are pending
award. Sixteen joint contracts were not awarded due to the lack of cost savings to
the government through their award. The total estimated cost savings in fiscal year
2001 for both Departments from these contracts were $98 million ($80 million for
VA and $18 million for DOD.

The VA/DOD Executive Council, co-chaired by the VA Under Secretary for Health
and the Assistant Secretary of Defense for Health Affairs, serves as an umbrella or-
ganization for coordinating policy decisions between the two departments. Last year
the Executive Council established a new Financial Management Work Group to re-
view and make recommendations to reduce financial and billing practice barriers to
interagency coordination. The Work Group meets regularly and has conducted a de-
tailed review of reimbursement policies and practices between the VA and DOD.
The Financial Management Work Group has identified those VA and DOD policies
and practices requiring clarification or modification to remove reimbursement bar-
riers and disincentives and developed recommendations for streamlined financial
processes and practices.
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One of the identified barriers to increased Departmental collaboration, execution
of agreements and contracts has been the negotiation process, more specifically pric-
ing issues. During the 1990’s, flexibility was given to VA and DOD personnel to es-
tablish locally developed rates for medical sharing agreements. This resulted in the
proliferation of rate setting mechanisms, as well as many independent rate struc-
tures for these agreements. To streamline practices between the two Departments
the Financial Management Work Group is exploring development of a single pay-
ment schedule for exchange of services between the two departments. The discus-
sions center on developing a national pricing methodology that would be regionally
adjusted. The Work Group recently reported its progress to the VA/DOD Executive
Council and the Joint Executive Councils meeting hosted by the VA Deputy Sec-
retary and the DOD Under Secretary for Personnel and Readiness. A final rec-
ommendation on the policy and proposed methodology is anticipated in late 2002.

As you know, President Bush established the President’s Task Force to Improve
Health Care Delivery for Our Nation’s Veterans (PTF) by Executive Order 13214
on May 28, 2001. The PTF is comprised of 15 commissioners led by two co-chairs.
Support includes a professional staff headed by an Executive Director and the PTF
has established seven work groups to review specific areas of interest. VA provides
staff, administrative and budgetary support to the PTF, as well as requested brief-
ings and information. Both VA and DOD have provided detailees as subject matter
expert staff to the PTF.

The PTF conducts monthly open meetings attended by the Task Force members
and the public. VA and DOD have appeared before the PTF and have presented
overview briefings on the VA and DOD health care delivery systems benefits pack-
ages and the DOD TRICARE program. The VA/DOD Executive Council Work Group
Co-Chairs have provided the PTF staff with joint briefings on work group activities
as requested. PTF members and/or staff have toured VA/DOD joint venture facilities
in Alaska, Nevada, New Mexico, and Florida and plan multiple site visits around
the country in the coming months.

HOMELESSNESS

Question. 1 do not understand why there exists a significant population of home-
less veterans on our streets. To address homelessness, I have been working with a
number of my Senate colleagues, such as Senator Specter on the VA committee, to
develop a more holistic Federal approach to prevent and end homelessness. One of
the group’s recommendations that was recently enacted was the reactivation and
funding of the Interagency Council on the Homeless. I am please that Secretaries
Martinez and Thompson are participating in this council but it is important that
other agencies, including VA play a active role. Can you tell me how VA plans to
participate in this Council? HUD Secretary Martinez is the current chair but the
position rotates annually. Is this something that you would be interested in
chairing?

Answer. On December 21, 2002 President Bush signed the Comprehensive Home-
less Assistance Act of 2001 into law (Public Law 107-95). Among the provisions this
law calls upon VA, Housing and Urban Development (HUD) and the Department
of Labor (DoL) to take cooperative actions to more fully address the problems of
homelessness among veterans.

Section 11 mandates that the Interagency Council on Homeless (ICH) ..”shall
meet at the call of its Chairperson or a majority of members, but not less often than
annually.” The ICH held its first meeting and HUD Secretary Mel Martinez was
elected Chair, Health and Human Services (HHS) Secretary Tommy Thompson was
elected Vice Chair and Mr. Phillip Mangano was selected as ICH Executive Director.
I look forward to working on the ICH and plan to both actively participate and will
take a leadership role with its work.

I would like to inform you that on April 9-11, 2002 VA-HHS and HUD co-spon-
sored a policy academy for State-level planning teams to improve coordination with-
in State planning efforts to end chronic homelessness. This type of effort is exactly
the kind of joint Federal and State coordination that will make meaningful progress
toward ending chronic homelessness in America. VA will continue to support these
types of activities that will improve coordination of service delivery.

Public Law 107-95 also creates a fifteen member homeless advisory committee to
provide recommendations to the Secretary of Veterans Affairs. I have appointed the
committee members and we expect that committee to hold its first meeting in June,
2002. In addition, ex-officio members from the Departments of Defense, Labor,
Housing and Urban Development, and Health and Human Services will actively
participate. I am extremely pleased that these efforts, along with the tens of thou-
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sands that receive medical care and benefits from my Department is making a real
difference in the lives of veterans and their family members.

VETERANS EQUITABLE RESOURCE ALLOCATION (“VERA”)

Question. GAO recently reported that VA can make several improvements to its
funding allocation to its networks. Although you concurred with GAO’s findings and
recommendations, it was unclear when you would make some of these improve-
ments. Can you give me a sense of what changes to VERA you are considering and
when they might go into effect? I would especially like to hear if you plan to include
Priority 7s in the formula and how you plan to address GAO’s concerns about the
use of the National Reserve Fund to supplement networks’ funding allocation.

Answer. The VERA Patient Classification Workgroup is currently reviewing the
following potential VERA refinements for fiscal year 2003 implementation and be-
yond:

—Inclusion of Priority 7c veterans in the Basic Vested Care component of VERA,

—Use of multiple pricing groups, expanding from 3 to 10 price groups,

—Use most recent 1 year workload versus 3 years for Basic Care and 5 years for
Complex Care,

—Update the fiscal year 1995 allocation split between Basic and Complex Care
Price Groups to reflect changes in the distribution of actual costs between the
two groups,

—Use of reinsurance threshold for high cost patients, and

—Use of Diagnostic Cost Groups with reinsurance threshold and Complex Care
flags.

The workgroup is expected to evaluate the above issues and complete its rec-
ommendations for refinements to the fiscal year 2003 VERA methodology for review
by the VHA Policy Board by July 2002.

Each year since fiscal year 1999, a supplemental funding process has adjusted
VERA allocations. The need for adjustments to the VERA model does not nec-
essarily mean that the model is flawed or that a particular VISN is inefficient or
mismanaged. This does not mean that incentives to improve do not exist, however;
a VISN could be very effectively managed but still require a VERA adjustment be-
cause of one or more factors. The reasons for the supplemental funding adjustments
vary by network. However, some of the factors involved include: Amount of VHA
budget relative to its workload; policy changes in the VERA model, workload
changes in the VERA model, and variation in actual budget year execution from
planning estimates for: (1) other revenue from 1st and 3rd party health insurance
collections, (2) other anticipated reimbursements, (3) projected workload changes
and estimated expenditure, and fixed infrastructure costs that cannot be changed
in the short-term.

Additionally, during the course of the fiscal year, VHA reviews the status of each
network in terms of its projected workload and revenues; including VERA, 1st and
3rd party collections, and reimbursements; relative to actual and projected workload
and expenses.

Over the course of this year, and the next 5 years, the refinements to VERA
should respond to various stakeholder concerns; be more consistent with enrollment
policy; improve an existing system that is widely understood and independently vali-
dated; and continue to tie resources to clinical performance (i.e., patient workload).
VHA is committed to ensuring that efficiently managed networks are not disadvan-
taged as a result of anticipated VERA changes and those that are not as efficiently
managed will improve over time.

CLAIMS PROCESSING

Question. Over the past 2 years, VA has hired hundreds of new staff to improve
the processing of claims benefits. But, despite the new staff, VA still projects the
average number of days to process claims to increase from 181 days in 2001 to 208
days in 2002. Can you explain why your projection is expected to increase?

Answer. The primary reason for the increase in the average number of days to
process claims is a significant increase in the volume of incoming work. The in-
creased volume is attributed to the following factors:

—The review of more than 98,000 previously-denied cases, as well as 230,000
claims in our pending inventory to ensure compliance with the Veterans Claims
Assistance Act (VCAA).

—VA'’s expanded outreach efforts to separating service members (Benefits Deliv-
ery at Discharge initiative).

—Receipt of 66,000 Type 2 diabetes claims based on exposure to Agent Orange.
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—The requirement to review 13,000 previously-adjudicated diabetes claims under
the Nehmer stipulation. (In the case of Nehmer v. VA, plaintiffs’ attorneys and
VA agreed, in a 1991 Stipulation and Order, on a process for applying an earlier
than usual effective date for certain claims for benefits based on Agent Orange
exposure. As a result of court decisions in the Nehmer case, VA is required to
re-adjudicate over 13,000 diabetes claims.)

All of the VCAA claims have now been added to the inventory. Following the ini-
tial surge of Type 2 Diabetes claims, the incoming volume of Diabetes claims is ex-
pected to taper off. We have also completed a significant portion of the Nehmer re-
views.

At the same time, the aggressive steps we have taken to increase rating produc-
tion have had a positive result. In the latter months of fiscal year 2001 and into
this year, production of rating decisions significantly increased—which is the key to
reducing the claims backlog and improving the timeliness of our decisions. From Oc-
tober 2001 through February 2002, VBA decided over 294,000 cases for a 5-month
average of 58,800. This represents a 47 percent increase over fiscal year 2001 pro-
duction levels. We expect our production to continue to increase as many of our re-
cently hired employees gain additional experience and we begin to implement the
recommendations of the Claims Processing Task Force.

We believe our increased production levels and the Task Force initiatives will now
enable us to make major inroads into the pending inventory. Our goal is to reduce
the pending rating inventory to 315,000 claims by the end of this year. Even though
we project major reductions in our pending inventory, the average days to complete
will continue to increase as we focus on completing the oldest claims in our inven-
tory.

Question. Do you believe that VBA has enough staff or do you anticipate more
hiring in the next few years?

Answer. VBA secured funding during fiscal year 2001 to support the hiring and
training of more than 1,000 new employees. The addition of this many employees
in such a short period of time was critical to the Administration’s ability to manage
the increased workloads resulting from the Veterans Claims Assistance Act and the
addition of Type 2 diabetes to the list of Agent Orange presumptive conditions. A
hiring initiative of this magnitude strains VBA’s training infrastructure and places
a burden on its core of senior-level field employees.

VBA must now continue to focus on maximizing the impact of this hiring and en-
sure employee retention. As these recent hires are assimilated into the organization
and gain experience, we fully expect these employees to make a significant contribu-
tion toward achievement of our claims processing goals. Essentially, this is a period
of stabilization as VBA assesses the recent hiring and training of the new employees
and implements the Task Force recommendations. Once we achieve a more stable
situgtion, we will be able to make a reasoned assessment of our future staffing
needs.

However, we do know that our hiring and training will continue based on the
large numbers of decision-makers eligible to retire over the next few years. There-
fore, although our fiscal year 2002 and fiscal year 2003 budgets maintain relatively
stable staffing levels, our plans call for significant hiring to replace losses due to
retirement and other factors. Even with our aggressive hiring over the past 2 years,
26 percent of VBA’s current workforce (nearly 3,350 employees) are now eligible or
will be eligible to retire in the next 3 years. Based on experience, we know that at
least 25 percent of those eligible to retire will do so, and that a certain percentage
of non-eligible personnel will leave the Department as well. These figures dem-
onstrate how critical our succession planning efforts remain.

PHYSICIANS PAY AND MEDICAL SCHOOL AFFILIATIONS

Question. With changes being considered for physicians pay in order to recruit
and retain these professionals to meet the health care needs of veterans, how does
the dual compensation of many of these physicians by the VA and the universities
affect the achievement of VA’s health care mission? As you prepare a legislative pro-
posal for physicians pay, are there any changes you are considering that might af-
fect this relationship?

Answer. The working relationship between the Department and our university af-
filiates is a close one, resulting in numerous benefits to VA and its veterans, as well
as the universities. Among the advantages that VA derives are the exposure to and
the availability of the latest developments and innovations in health care treat-
ments, technology, medical research, and procedures. The compensation that physi-
cians receive for their work as faculty appointments is fair compensation for their
duties in resident education and supervision, and assists VA in offering competitive
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salaries, as well as a recruitment tool to attract those professionals with an interest
in academic medicine and teaching.

At the same time, VA is aware of the potential for divided loyalties, or at least
the perception that VA’s interests are not paramount. The affiliation relationship is
indeed a matter for review and consideration in developing a legislative proposal.
If physicians are not able to receive compensation from the universities, VA must
be able to offer significantly higher salaries in order to recruit and retain high qual-
ity clinicians, teachers, and leaders in many locations.

HOMELAND SECURITY

Question. What preparedness initiatives are underway and how much do you ex-
pect VA to spend in fiscal year 2002 and 2003 for these initiatives? Do you expect
to receive any funds from HHS or FEMA? How much money do you need to address
adequately VA’s homeland security needs?

Answer. Based on recommendations contained in the Preparedness Review Work-
ing Group report, the Department is pursuing the following critical initiatives:

—Pharmaceutical and medical supply caches

—Personal Protective Equipment and training for VA medical centers

—Education, training and exercises for staff to respond to WMD attack

—Upgrade and train VA security forces

—Establish a centralized Incident Reporting Center

—Upgrade and test back up systems of Veterans Benefits Administration’s three

technical centers and upgrade communications

—LEstablish mirror ITSS server farm to maintain mission readiness

—Establish an Office of Operations, Security and Preparedness to coordinate De-

partmental emergency preparedness programs

—Plan to replicate VBA IT infrastructure

—Upgrade VA primary continuity of operations site

—Develop web-based tracking system and establish 1-800 number for information

on location of military patients

—Develop web site or toll free number for referral of severely disabled service

members to Vocational Rehab & Employment Services

VA will be spending $54.54 million in fiscal year 2002. We have projected funding
requirements of $92 million for fiscal year 2003. VA’s fiscal year 2003 Budget Re-
quest includes $55 million for Emergency Preparedness in Medical Care. VA has
been meeting with officials at HHS and will meet with FEMA officials to brief them
on VA emergency preparedness capabilities.

INTELLECTUAL PROPERTY RIGHTS

Question. What is the status of the agreements being reached with medical
schools? How many are there? Are they in compliance with the law (Bayh-Dole Act)?
Will these be put into place with all schools?

Answer. VA continues to seek Cooperative Technology Administration Agreements
(CTAA) with its affiliated universities. These agreements permit co-ownership be-
tween VA and its affiliates for inventions resulting from research that used VA as-
sets (appropriated dollars, including grants to investigators; salaries; and laboratory
facilities). VA has established CTAAs with 36 universities since it began this initia-
tive less than 2 years ago. These agreements are consistent with the requirements
of the Bayh-Dole Act. Inventions developed through NIH and VA funded research
can be assigned jointly to VA and the affiliated university.

VA would prefer to establish CTAAs with all affiliated universities because these
agreements facilitate local cooperation, strengthen long-term affiliations, and recog-
nize fairly the VA’s role in research and innovation. However, these agreements on
intellectual property are not a required component of the local VA and individual
university affiliations. The Administration is considering legislation that would cod-
ify CTTAs between VA and its affiliate universities.

QUESTIONS SUBMITTED BY SENATOR ToM HARKIN

Question. Mr. Secretary, in the past year all the veterans hospitals and clinics in
Iowa have either stopped taking new patients or had delays of several months in
scheduling new appointments. Can you tell me the current wait for appointments
for new (non-emergent) patients at each of Iowa’s facilities, the current plans for im-
proving the situation, and how long you anticipate waits will be when those plans
are implemented?
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Answer. To date, the Iowa City VAMC has allocated resources to activate plans
developed to meet the unprecedented veteran care demand. Additional exam room
space has been created, providers have been hired, and other numerous actions are
currently taking place to enable the Iowa City VAMC and its associated CBOCs to
see the veterans on the waiting list as soon as possible. Existing providers have
been able to absorb additional patients into their current panels. A New Patient
Clinic at the Iowa City VAMC started seeing patients on January 28, 2002, where
two providers continue to see 16 new patients per day. Three new providers have
been hired, and recruitment is currently ongoing for a fourth provider for Iowa City
and/or the CBOCs. Contracting options are also being considered at some of the
smaller CBOCs. We expect all veterans on the waiting list to have an initial ap-
pointment by the end of September 2002.

The VA Central Iowa Health Care System Primary Care Service Line continues
to clinically review new enrollees for emergent and non-emergent care at the Des
Moines, Iowa division. Every effort is made to accommodate the veteran’s choice for
the primary site of care, i.e., a community based outpatient clinic (CBOC) or the
VA medical facility in Des Moines or Knoxville, Iowa. The average wait time for
non-emergent care at the Des Moines VAMC is 73 days; the Knoxville VAMC is 64
days; the Mason City CBOC is 67 days; and the Fort Dodge CBOC is 56 days. Pri-
mary care staff continues to manage unprecedented growth within appropriated
funding by evaluating systematic approaches to reduce wait times using advanced
clinic access’ concepts to help predict and respond to daily demand for care and by
maintaining adequate staffing levels through recruitment of employees as vacancies
?CTur and the use of Locum Tenens staff when employee recruitment is not success-
ul.

Question. Can you also compare the waits for appointments for new non-emergent
patients in each of the VISN’s?

Answer. The following information on new patients is provided for each VISN as
of February 2002.

VIS aupiotogy | GAROL | COMBINED 1 eyve cage | ORTHO- | urotocy
1 55.2 213 53.8 64.1 383 34
2 39.2 30 39.3 484 25 39.7
3 475 52.6 513 66.4 24.4 36.6
4 495 33.7 55.9 101.7 52 428
5 26.8 21.7 39 43.1 21.6 216
6 30.2 34.4 60.6 95.7 43 51.5
7 34.2 333 65.9 61.8 30.9 36.2
8 109.4 37.4 67.9 73.8 34.7 47.1
9 56.8 30.7 81.7 78.8 39.8 49
10 38.4 32.6 49.1 79.5 41.2 74
11 43.5 36.4 64.2 122 38.1 37
12 59.6 39.8 55 103.7 319 55.3
15 571.2 30.6 63.3 91.4 50.5 40.5
16 44 33.1 53.3 70.4 28.5 41
17 19 384 52.8 64.5 58.3 54.4
18 28.5 413 69.6 89.7 50.5 435
19 47 36.1 61.1 57.1 54.2 40.8
20 348 21.4 35 51.7 28.9 55.5
21 37.2 324 55.4 66.4 61.7 40.1
22 64.2 473 439 64.1 19.4 60.3
23 37.6 35 76.8 161.1 454 41
Nat'l 53.4 35.7 58.7 71 38.6 455

Question. A recent GAO report found that the VERA model is unfairly hurting
several VISN’s and examined the effects of including Priority 7 patients, using more
patient categories, and using more recent data to determine the distribution. A
RAND study looked at other issues in the VERA model. Can you tell me what
changes, if any, you plan to make to the VERA model in distributing fiscal year
2003 funds? Please also give me any analysis the VA has done on how changes to
the VERA model would affect the distribution of health care funds.

Answer. The VERA Patient Classification Workgroup is currently reviewing the
following potential changes to VERA for fiscal year 2003 that will address the issues
raised in the recently completed (February 2002) GAO evaluation of VERA. The
workgroup is expected to finalize its recommendations for refinements to the VHA
Policy Board by July 2002.
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—Inclusion of Priority 7c veterans in the Basic Vested Care component of VERA

—Use of multiple VERA pricing groups, i.e., increase from three to 10 pricing

groups

—Update the fiscal year 1995 allocation split between Basic and Complex Care

Price Groups to reflect changes in the distribution of actual costs between the
two groups

—Change the basis for estimating VERA Basic and Complex Care workload to a

1 year actual compared to the current 3 year for Basic and 5 year forecast for
Complex

—Use of a re-insurance threshold in the VERA methodology for high cost patients

—Use of Diagnostic Cost Groups (DCGs) with a reinsurance threshold and Com-

plex Care flags

In addition, the RAND Corporation’s VERA study is in its second phase and is
to be completed by September 2002. The Phase II VERA study is addressing a quan-
titative analysis of the VERA issues identified in its Phase I study to include: im-
proved case-mix adjustment; geographic differences in prices paid for non-labor in-
puts and contract labor costs; the impact of teaching and research; and, the impact
of the facilities’ physical plants.

Various VERA simulations for fiscal year 2003 are being estimated based on po-
tential refinements. Definitive fiscal year 2003 VERA distributions will depend on
the Medical Care appropriation passed by Congress and the VERA refinements ap-
proved by the VHA Policy Board.

Question. 1 often hear reports that while the veterans’ health facilities in Iowa
and nearby States have severe shortfalls of funds, other areas have (and are keep-
ing) large surpluses. Can you tell me what the shortfall or surplus was for each
VISN in fiscal year 2001 and what is anticipated in fiscal year 20027

Answer. To determine whether a network has a shortfall or surplus, if any, VHA
reviews each network’s financial status in terms of projected revenues including
VERA, 1st and 3rd party collections and reimbursements, relative to actual and pro-
jected workload and expenses. This analysis is what drives the VERA adjustment
process. In fiscal year 2002, as a result of this process, the five networks received
a VERA adjustment (supplemental): VISNs #1, #3, #12, #13 and #14 (VISN# 13 and
VISN #14 are now VISN #23).

The “Summary of the VERA Adjustments, fiscal year 1999-fiscal year 2002” table
indicates Iowa’s network (previously VISN #14; now VISN #23) received supple-
mental funding in each of the past 3 fiscal years.

SUMMARY OF THE VERA ADJUSTMENTS, FISCAL YEAR 1999-FISCAL YEAR 2002

[Dollars in millions]

Fiscal year
VISN Name
1999 2000 2001 2002
8 | Bay Pines, FL $8.0 [ oo | e | e
9 Nashville, TN 5.0
3 Bronx, NY
13 | Minneapolis, MN
14 | Lincoln, NE
1 Boston, MA . .
12| CRICAZO, L oottt ensnnsenns | sesseniinnes
Total 9.0 90.7 220.0 267.4
Percent of Total System-Wide Allocation 0.1 0.5 1.2 1.5

The VERA methodology is workload driven and networks receive funding alloca-
tions commensurate with three workload components, i.e., Basic Vested Care, Basic
Non-Vested Care, and Complex Care. A Network’s total revenues include VERA dis-
tributions derived from the Medical Care appropriation, 1st and 3rd party health
insurance collections, and other anticipated reimbursements. A network can retain
all collections and reimbursements, and has the incentive to increase non-appro-
priated revenues each year. As shown in the fiscal year 1996-fiscal year 2002 VERA
Allocations with Adjustments and Estimated Receipts” table, VISNs #13 and #14,
now VISN #23, are rated at about the national average increase for the period fiscal
year 1996-fiscal year 2002. The national average increase of VERA allocations with
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adjustments and estimated receipts for fiscal year 1996-fiscal year 2002 is 32.89 per-
cent; VISN 13 had a 32.78 percent increase and VISN 14 had a 29.52 percent in-
crease.
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Question. According to press reports last year, the VA health care system was
short $400 million for fiscal year 2002. President Bush reportedly promised to make
up some of that shortfall, but has not sent us a request for additional funds or re-
programming of funds. Can you tell me how large is the current estimated shortfall,
whether you will be requesting additional funds for fiscal year 2002, how those
funds will be distributed, and how else you will make up the shortfall?

Answer. Based on the continuation of full enrollment, VHA determined there
would be a shortage of over $400 million in fiscal year 2002, after available re-
sources were subtracted from projected expenditures. By taking additional manage-
ment actions that will lessen expenditures, it is estimated that the shortage will be
reduced to $142 million, which is the amount related to the decision to continue en-
rolling new Priority 7 veterans. To make up the difference between any shortfall
and the anticipated supplemental, VHA anticipates savings from a multi-year effort
to improve standardization and compliance in the procurement of equipment, phar-
macy, and medical supplies. Other savings are expected from program efficiencies
related to new criteria to assess community-based outpatient clinics and centrally
managed programs.

VA made a request to the Administration for supplemental funding of $142 mil-
lion that was forwarded to Congress in on March 21, 2002. VA can provide health
care to an estimated 143,039 Priority 7 new enrollees during fiscal year 2002 with
$142 million in supplemental funding. This will ensure VA has health care funding
consistent with the President’s decision to keep VA veterans’ enrollment open for
all veteran health care. The $142 million will be distributed based on each VISN’s
updated Priority 7 Basic Vested workload.

Question. Many of our veterans seek care at VA hospitals because of the excellent
pharmacy benefits, sometimes even if they have another primary care physician. As
you know, our elderly on Medicare do not have coverage for prescription drugs.
Would it relieve some of the burden on the VA if Congress passed a real prescription
drug benefit in Medicare?

Answer. Providing a prescription drug benefit for Medicare beneficiaries would
certainly have some impact on the VA, however exact impact is currently unknown.
Veterans come to the VA for a number of reasons besides the fact that VA provides
services that aren’t covered by Medicare. VA health care integrates a full continuum
of care for veterans of all ages, including mental health services and prescription
drugs. VA also emphasizes preventive care and leads the nation in many measures
of performance in this regard. VA also provides many services that are tailored to
meet the needs of service-disabled veterans. So, in addition to the economic factors,
we believe many patients come to VA because of the quality of care that we provide.

QUESTIONS SUBMITTED BY SENATOR TED STEVENS

Question. First, to qualify for the veterans home purchase rate reduction, a vet-
eran must have left active duty military service prior to 1977. This provision cuts
off many younger veterans who served in the Vietnam and Persian Gulf Wars and
other conflicts such as Granada and Panama. In addition, I am told the provision
will lapse in 2007 so that many veterans will no longer be eligible for the program
after 2007 unless they have been out of the service for more than 30 years. This
30-year limitation needs to be removed so that the five States currently partici-
pating in the program can serve more veterans and to end this discrimination
against younger veterans. Can we get your support in trying to rectify this discrimi-
natory treatment for younger veterans who need the one percent rate reduction al-
lowed under the program to be able to afford homes?

Answer. We are aware that the basic criteria for Alaska Housing Finance Cor-
poration (AHFC) Veterans Mortgage Program (VMP) are that the veteran must
have entered the service prior to 1977 and cannot have been discharged for more
than 30 years. AHFC requires that when veterans apply to them for a loan, they
submit a VA issued Certificate of Eligibility along with their DD214 so that it can
bﬁ detgrmined when they went into the military and what date they were dis-
charged.

However, this program is administered by AHFC, not VA. Therefore, we have no
authority over the provisions of the program.

Question. My next question deals more directly with Alaska. Alaska will soon
reach the maximum amount it can bond for under the veterans rate reduction pro-
gram based on both State and Federal law. We need the Federal cap lifted so that
we can serve more veterans in our State. Alaska State officials tell me that the
issue of the State’s internal bonding limit will go before the voters of Alaska this
fall as a bond vote to increase the State authorization level. However, we also need



99

the overall Federal cap lifted. Alaska has the most veterans per capita of any State
and we are competing with huge States like California and Texas for these limited
dollars. Can we expect your support in trying to raise the amounts that can be
bonded for under this program?

Answer. VA has no knowledge of or authority with respect to a Federal cap that
may exist on bond issues.

QUESTIONS SUBMITTED BY SENATOR TIM JOHNSON

Question. There is growing concern in South Dakota about budget shortfalls in the
VA for fiscal year 2002. While there have been attempts to address the budget
shortfall through management efficiencies, it appears very unlikely these steps will
be enough to address the budget deficit. With this in mind, will there be an Admin-
istration request for a VA health care supplemental for fiscal year 2002? If so, how
much will the Administration request? Will this request cover the entire budget
shortfall in States like South Dakota?

Answer. When the President made the decision to continue open enrollment, it
was understood that adequate funds would be made available to support his deci-
sion. Therefore, VA made a request to the Administration for supplemental funding
of $142 million, which was forwarded to Congress in on March 21, 2002. VA can
provide health care to an estimated 143,039 Priority 7 new enrollees during fiscal
year 2002 with $142 million in supplemental funding. This will ensure VA has
health care funding consistent with the President’s decision to keep VA veterans’
enrollment open for all veteran health care. If received, the $142 million will be dis-
tributed based on each VISNs updated Priority 7c Basic Vested workload.

To make up the difference between any shortfall and the anticipated supple-
mental, VHA anticipates savings from a multi-year effort to improve standardiza-
tion and compliance in the procurement of equipment, pharmacy, and medical sup-
plies. Other savings are expected from program efficiencies related to new criteria
to assess community-based outpatient clinics and centrally managed programs. In
addition, on February 25, 2001, the Acting Under Secretary for Health approved the
transfer of $162 million of centrally managed program funds for distribution to all
VISNSs. Of this amount, VISN #23 received $7.2 million (of which old VISN #13 re-
ceived $4.4 million and old VISN #14 received $2.8 million in additional funds).

Question. I am very concerned that efforts to address the budget shortfall within
VISN 23 is starting to have a negative impact on patient care. For example, there
are ongoing discussions regarding the surgical unit at the Hot Springs VA Medical
Center. The Hot Springs surgical unit has had difficulty recruiting and retaining
professional staff. One of the proposals under consideration is to close the Hot
Springs surgical unit to all but minor, outpatient procedures and move the remain-
ing surgeries to Ft. Meade VA Medical Center. Can you update me on the current
situation with the Hot Springs VAMC surgical unit and can you offer solutions as
to how we can keep the surgical unit fully operational?

Answer. The surgical unit at the VA Black Hills Health Care System (BHHCS),
Hot Springs division, is currently short two nurses; one operating room nurse and
one nurse manager. The VA BHHCS has developed a very aggressive and creative
plan to fill these positions. In addition to the typical markets where the VA Medical
Center in Hot Springs normally recruits nurses, the facility has expanded its search
for nurses to wide ranging markets such as Sioux Falls, South Dakota; Omaha, Ne-
braska; Denver, Colorado; and Minneapolis, Minnesota. In addition, the VA Black
Hills HCS is offering a $5,000 sign-on bonus for the nurse manager and a $2,000
sign-on bonus for the OR nurses. VA Employees are being offered a $500 “finders
fee” if they assist in the successful recruitment of operating room personnel at the
VA Hot Springs medical facility. The community of Hot Springs has also been help-
ful in the search for VA staff. The Job Service office is engaged in local (Rapid City
area) recruitment at no cost to VA. Every effort is being made to assure uninter-
rupted surgical service at the Hot Springs VAMC and VA officials are optimistic
that the positions will be successfully recruited.

Question. As you know, the Independent Budget for fiscal year 2003 calls for ap-
proximately $1.7 billion more for VA health care needs than what is included in the
President’s request. Will the President’s fiscal year 2003 request for VA health care
be sufficient to fund all VA facilities and functions? If not, how much do you esti-
mate the VA will be short for fiscal year 2003?

Answer. There are many variables that impact health care in general (new dis-
eases, new treatments, inflation changes, etc.) and that impact veterans use of VA
health care (other health care alternatives, availability and accessibility of VA serv-
ices, etc.)., it is very difficult to be certain that the fiscal year 2003 budget will be
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adequate to support the health care demand of all enrollees. However, this budget
incorporates a “Base Health Care Demand Adjustment” initiative that identifies and
requests the resources required to support an actuary estimate of the demand and
case mix changes needed for all seven patient priorities in fiscal year 2003. Based
on this initiative, this year’s budget estimates should better account for the relation-
ship of planned workload requirements and the full funding needed.

Question. As you and I have discussed, there have been several attempts to cap
enrollment at South Dakota CBOCs in the last few months. Can you assure me
these clinics will stay open and available to all veterans who need service?

Answer. Since 1995, VA has activated over 700 new CBOCs to bring health care
closer to veterans’ homes. Recent evaluations show CBOCs provide high quality
heath care and are effective in improving access to VA services. Since their incep-
tion CBOCs have been very popular with veterans. The number of CBOCs in VISN
23 totals 35 and to meet the growing number of veterans seeking care at a CBOC,
VISN 23 has steadily increased capacity. However the number of new veterans seek-
ing VA care at CBOCs in VISN 23 has exceeded expectations, which has resulted
in some CBOCs reaching capacity. Following is a status on CBOC capacity in South
Dakota, which is managed by the VA Black Hills Health Care System (BHHCS).
CBOCs in Pierre, Winner, Rosebud, and Eagle Butte are open to new enrollments
and will continue to enroll veterans as long as there is capacity. The CBOC in Rapid
City, which is staffed by VA with two physician and two mid-level providers has ap-
proximately 2,615 veterans enrolled. One physician provider is not able to see pa-
tients at this time and this has resulted in the clinic being at capacity for new pa-
tients. Veterans interested in enrolling for VA care at the Rapid City CBOC are
being referred to the Fort Meade or Hot Springs VA Medical Centers. VA BHHCS
is working on plans to resolve the physician issue at the Rapid City CBOC so that
enrollment can be resumed.

Question. What was the purpose of the merger between VISN 13 and VISN 14?
What will be the impact on patient care? Will there be any budgetary savings? If
s0, how much?

Answer. The merger of the two networks should be transparent to veterans. Each
medical facility within the Veterans Integrated Service Network (VISN 23) fulfills
important missions for VA and there are no plans to reduce or eliminate VA pro-
grams or services in any of the States served by the network. The new Network will
continue to face a number of challenges including managing unprecedented growth
within appropriated funding; exercising stewardship of all resources; increasing
market share; continuously improving quality of care and veteran satisfaction with
that care; fully integrating administrative and clinical programs and processes; in-
vesting in capital improvements and information technology; and effectively commu-
nicating with veteran groups, labor partners, educational affiliates and other stake-
holders. And when you look at the challenges faced by the two relatively small net-
works, it makes good sense to form one integrated health care delivery structure
in order to enhance service and improve access across the Midwest. Individually the
two VISNs excel in many areas; both rank high in patient satisfaction; both main-
tain excellent Joint Commission for Accreditation of Health Care Organizations
(JCAHO) scores; and both are proven strong performers in quality measures. To-
gether they share many commonalities. The two VISNs are in close geographic prox-
imity and encompass veterans’ populations residing in largely rural areas. Signifi-
cant financial challenges and small, declining veterans’ populations create urgency
for improving coordination of care and collaboration between health care providers.
Following are some examples of what we can expect to gain from integrating the
two Networks.

Improved Coordination and Collaboration.—The new VISN brings together a rich-
er mix of experience and greater flexibility in allocating resources. Individually,
VISNs 13 and 14 excelled in practices which, when shared, will enhance the per-
formance of both Networks. For example, VISN 14 excels in the coordination and
completion of compensation and pension exams. By sharing exemplary practices
across the Midwest, it is expected that compensation and pension exams will be
completed in a more timely manner. In mental health, we are seeing the benefits
of integration by the two mental health staffs working together to develop a pro-
posal for establishing a Mental Illness Research and Education Center (MIRECC)
in VISN 23. In prior years, proposals submitted by former VISNs 13 & 14 were not
approved. The new network, VISN 23, offers the opportunity to study and treat a
larger veteran population and has improved chances for the Network to be selected
as a MIRECC. Other areas benefiting from combining experience and resources are
cardiac services, telephone triage, pharmacy formulary and pharmaceutical pur-
chasing, laboratory contracting, and the exploration of opportunities for successfully
managing the large rate of growth in our community based outpatient clinics.
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Budget Flexibility.—Combining the budgets of former VISN 13 and 14 will give
VISN 23 greater flexibility in allocating the estimated one billion dollars on VA pro-
grams and services. There will be opportunities to implement management effi-
ciencies and exemplary practices by integrating fiscal services, consolidating busi-
ness offices, and materiel service functions, such as contracting, logistics, supply,
and warehouse functions. An integrated senior leadership team will work coopera-
tively to prioritize and coordinate health care programs in order to assure equitable
access to care across the Midwest. While the merger, in and of itself, will not bring
financial stability to the Networks, the merger is expected to generate cost savings
through economies of scales and reduced administrative overhead. The estimated
$1-6 million saved, over a period of time, will be redirected into expanding access
and enhancing services for veterans throughout the Midwest.

Quality.—VISNs 13 & 14 are strong performers in quality measures. Both dem-
onstrated excellent performance in fiscal year 2001 and ranked exceptional within
the Veterans Health Administration (VHA) in the areas of clinical practice guide-
lines and 30-day mental health follow-up scores. Overall inpatient and outpatient
satisfaction scores for both Networks were among the best in VHA. Network leaders
will build on these successes and seize opportunities for enhancing quality, expand-
ing access, gaining efficiencies and improving veteran satisfaction in areas that are
less than exceptional.

Question. Veterans in my State are very concerned about the current eligibility
standards for Priority 7 veterans. Priority 7 veterans are those who lack a disability
related to their military service or whose income is higher than the current VA eligi-
bility standards. The current income standard is $24,000 annually for a single, or
$28,000 for a couple, and applies to 40 percent of the veterans in South Dakota. As-
sets, such as land, are included in the calculation of income. This is a concern for
many farmers and ranchers in my State who may own land worth a considerable
amount, but whose actual yearly income is well below the VA threshold. The Admin-
istration’s proposal to impose a $1,500 co-pay on all Priority 7 veterans would be
particularly onerous on these veterans. Do you support changing the law regarding
eligibility standards for Priority 7 veterans to address this problem?

Answer. We examined many options for implementing the deductible, including
the cost impact on Priority 7 veterans. We believe the proposal in the President’s
Budget will ensure that VA will be able to provide high-quality care to our nation’s
veterans in the most cost-effective manner.

QUESTIONS SUBMITTED BY SENATOR PETE V. DOMENICI
VETERANS DEPARTMENT AND DOD COORDINATION

Question. According to the President’s budget submission, the Veterans and De-
fense Departments historically has shown little cooperation between these depart-
ments. In the status report on selected programs for the Defense Department, DOD
received an “ineffective” rating in coordination with the Veteran’s Affairs Depart-
ment.

Veterans switch back and forth between VA and DOD Hospitals with Doctors not
informed as to what care the patient received at the other hospital. The president’s
budget submission suggests that communications between the VA and DOD Hos-
pitals would improve the quality of care veterans receive.

In what areas, other than medical care, would the two departments benefit from
sharing resources? In areas where the VA & DOD has been sharing resources, what
have the results been in terms of savings to the budget?

Answer. Medical Care.—Section 3(e) of the VA-DOD Health Resources Sharing
Act (38 USC 8111) requires that “any funds received through earnings in VA-DOD
sharing agreements shall be credited to funds that have been allotted to the facility
that provided the care or services.” VA has followed this policy since the law was
implemented. The law provides an incentive for VA facilities to enter into agree-
ments with DOD and has benefited veterans by allowing facilities to provide serv-
ices to veterans that would not otherwise have been available.

While the primary focus of the law is to allow facilities to expand services for its
beneficiaries, cost savings (cost avoidance) to the budget do occur, especially in the
purchase of services. By spending less on goods and services facilities have more
money available. However, VA purchases in facility-to-facility sharing are difficult
to quantify and are quite small. For fiscal year 2001, VA purchased $20.4 million
from DOD in local sharing agreements.

VA-DOD cost savings can be documented through joint procurement efforts, pri-
marily in pharmaceuticals. As of the end of February 2002, there were 54 joint VA—
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DOD joint contracts for pharmaceuticals; 37 additional joint contracts are pending
award. Sixteen joint contracts were not awarded due to the lack of cost savings to
the government through their award. The total estimated cost savings in fiscal year
2001 for both Departments from these contracts were $98.3 million ($80.1 million
for VA and $18.2 million for DOD).

Veterans Benefits Administration.—In an effort to explore opportunities and com-
mon areas of interest, the Acting Under Secretary for Benefits recently initiated dia-
logue with the Assistant Secretary of Defense for Force Management Policy to cre-
ate a VA/DOD Joint Benefits Council. As planned, the council will foster a formal
partnership between our respective departments and serve as a standing forum for
expanding interagency collaboration to ultimately improve the delivery of benefit
services to veterans and service members. Preliminarily, expanded data and infor-
mation sharing, refinement of transition/separation procedures and protocols, and
collaborative pursuit of improved access to military records have been identified as
“top tier” objectives.

There are no data presently available to quantify any budget savings which may
have been realized by VBA as a result of our expanded partnership with DOD. We
believe it would be extremely difficult, if not impossible, to identify and track such
savings. However, we can assure you that efficiencies resulting from continued and
enhanced collaboration between VA and DOD would be applied to further improve
the claims process.

National Cemetery Administration.—The National Cemetery Administration
(NCA) purchases headstones and markers to mark the graves of veterans, not only
in VA national cemeteries, but also in all other Federal national cemeteries, State
veterans cemeteries, and when requested, in private cemeteries. NCA has an auto-
mated, on-line system for ordering headstones and markers. The Department of the
Army’s Arlington National Cemetery also orders its headstones and markers
through this on-line, automated system. This sharing of resources has resulted in
increased efficiencies in the ordering process.

Question. What steps would need to be taken, with respect to information tech-
nology, in order to break down the wall that exists between the two departments?

Answer. There are three principle areas where effective data exchange between
the Department of Defense (DOD) and the Department of Veterans Affairs (VA)
would significantly improve service for our nation’s military personnel and our vet-
erans:

—NMilitary personnel information provided to VA by DOD;

—Military eligibility and enrollment data provided to VA by DOD; and,

— Exchange of medical information between VA and DOD.

Efforts are underway between the two Departments to address these areas. Addi-
tionally, DOD and VA have established an Executive Steering Committee (ESC) co-
chaired by the VA’s Deputy Secretary and DOD’s Under Secretary for Personnel and
Readiness. This ESC is addressing not only those issues where information tech-
nology would help break down barriers, but also other areas where both Depart-
ments could achieve performance improvements, such as reduced cost for bulk pur-
chasing of pharmaceuticals. With respect to the three areas where information tech-
nology could be an enabler, details of efforts that are underway are discussed below.

—DOD is developing the Defense Integrated Military Human Resources System
(DIMHRS) as a future replacement for legacy military personnel systems. The
Veterans Benefits Administration (VBA) and the Veterans Health Administra-
tion (VHA) have provided DOD with functional requirements as part of the de-
sign phase of DIMHRS. We will continue to follow up with DOD to ensure data
currently received by paper documents is received electronically in the future.

—As part of the fiscal year 2004 budget formulation process, VA will sponsor a
One-VA Eligibility and Enrollment initiative for obtaining necessary data from
the DOD Eligibility and Enrollment system called DEERS/RAPIDS. An analysis
of alternatives (AOA) will be conducted as part of the budget formulation proc-
ess. Alternatives to be considered include reusing the DEERS/RAPIDS system
to meet VA’s eligibility and enrollment requirements, including VA require-
ments in the DEERS/RAPIDS system so that VA can obtain required data di-
rectly from DOD, implementing a Commercial Off the Shelf (COTS) Customer
Relations Management (CRM) software package that would interface with
DEERS/RAPIDS, as well as other potential alternatives. The results of the AOA
will produce a recommended approach for the fiscal year 2004 budget.

—VA and DOD have developed the Government Computer Patient Record (GCPR)
system that allows VA to have access to clinical data from DOD hospitals.
GCPR is in the final stages of testing and we anticipate full fielding of GCPR
within VA during the next 90 days. GCPR is a one-way interface from DOD to
VA. VHA is working with DOD’s Health Affairs to determine how to expand
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this capability for two-way data exchange. A key element of determining the
way ahead is in establishing common data definitions between DOD and VA for
health data. This work is in process.

Additionally, VA and DOD have formed a close collaborative partnership, under
the titles of the Federal Health Information Exchange (FHIE) and HealthePeople
(Federal), to exchange data and develop a common health information infrastructure
and architecture comprised of standardized data, communications, security, and
high performance health information systems.

This two phase effort will exchange patient data and will result in computerized
health record systems that ensure interoperability with DOD’s CHCS II and VA’s
HealtheVet strategy for VistA (HealtheVet-VistA). The first phase, FHIE, of this
plan focuses on DOD providing information to VA clinicians and includes the Fed-
eral Health Information Exchange (FHIE, formerly Government Computer-Based
Patient Record) effort, already in testing as of the end of calendar year 2001. The
second phase, HealthePeople (Federal), is a joint VA and DOD effort to:

—Improve sharing of health information,

—Adopt common standards for architecture, data, communications, security, tech-

nology and software,

—Seek joint procurements and/or building of systems,

—Seek opportunities for sharing existing systems & technology, and

—Explore convergence of VA & DOD health information applications consistent

with mission requirements.

Question. When veterans apply for benefits at the VA they must submit pages of
information on paper, which in many cases are available on DOD computers, what
s}tleps Iil)lould be taken so that this information would be available electronically to
the VA?

Veterans Health Administration.—When veterans apply for medical benefits from
VHA, they only need to fill-out the Application for Health Benefits, VA Form 10—
10EZ. An application can be completed at any VA health care facility, community
based clinic or on-line at http:/www.va.gov/. The electronic application has been
very well received in the veteran community. While some of the information re-
quired, e.g., basic demographic data would be available from DOD, other informa-
tion, e.g., income, eligibility status would not. In addition, VA is working with DOD
to examine potential collaborative use of DEERS/RAPIDS for VA health, benefits,
and other services.

Veterans Benefits Administration.—Every effort should be made to fully leverage
the data and technology capabilities of DOD to enhance delivery of services to vet-
erans. The availability of accurate military service information is critical to accurate
and timely VBA eligibility determinations and benefit decisions. Current data and
information exchange processes between VBA and DOD are often fragmented. How-
ever, improvement efforts are underway. For example, to facilitate the automated
collection of essential military information, VBA has entered into an interagency
agreement with the Defense Manpower Data Center to establish an electronic ex-
change of demographic and military history data from the Defense Enrollment Eligi-
bility Reporting System (DEERS). In addition, VA is working with DOD to examine
potential collaborative use of DEERS/RAPIDS for VA health, benefits, and other
services.

Question. Of the 1.8 million persons in New Mexico’s population, veterans make
up nearly ten percent of all New Mexicans. We know that the average age of these
veterans is rising sharply, and that despite the expansion program I initiated in
1999 for the use of flat markers at Santa Fe National Cemetery, given the current
rate of interments, the Cemetery will run out of space by 2008.

Could you provide an update on the planning study that my legislation directed
the VA to undertake to determine the efficacy of establishing a National Cemetery
for Veterans in Albuquerque?

Answer. Section 613 of the Veterans Millennium Health Care and Benefits Act
of 1999 (Public Law No. 106-117) required the Department of Veterans Affairs to
contract for an independent demographic study to identify those areas of the coun-
try with the greatest number of veterans that will not have reasonable access to a
burial option in a national or State veterans cemetery within 75 miles of their resi-
dence. The report will provide an assessment of the number of additional cemeteries
needed to ensure that a national or State veterans cemetery is within 75 miles of
the residence of 90 percent of veterans beginning in 2005 and projecting out to 2020.

The study will address the concerns raised in the Conference Report accom-
panying the fiscal year 2002 appropriations bill for VA. The analysis will take into
account the future burial needs of veterans throughout the United States, including
the needs of veterans in the area of Albuquerque, as well as all of New Mexico’s
veterans. The Honorable Robin L. Higgins, Under Secretary for Memorial Affairs,
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has met with Congresswoman Heather Wilson regarding this study and will con-
tinue to work with members of Congress to ensure that the burial needs of veterans
are met. We anticipate that the final report will be completed and delivered to Con-
gress later this spring.

Question. 1 have worked very hard to bring more VA clinics to New Mexico to
meet the blooming health care needs of our veterans. Still, our veterans have many
pressing health care concerns and they need better access to VA facilities. Indeed,
the only VA hospital in the State is in Albuquerque, yet by land mass, New Mexico
is the fifth largest State. Geographically, this makes it very difficult on veterans
who need care.

The reality is, we need more VA clinics in New Mexico, or a better delivery system
for providing care to veterans. How will the VA approach this problem and enhance
the ability of veterans who reside in rural areas to more easily access the care they
need? Could you provide some suggestions specifically tailored to the needs of New
Mexico veterans on this matter?

Answer. VHA currently operates 13 Community Based Outpatient Clinics
(CBOCs) in the State of New Mexico. Present locations include: Alamogordo,
Artesia, Clovis, Espanola, Farmington, Gallup, Hobbs, Las Cruces, Las Vegas,
Raton, Santa Fe, Silver City, and Truth or Consequences. In addition, two of these
sites—Las Vegas and Espanola—provide services at an additional 10 access points
through a contractual arrangement. These additional locations include: Chama, Coy-
ote, Embudo, La Loma, Penasco, Roy, San Miguel, Springer, Truchas, and Wagon
Mound. Thus, a total of 23 sites provide veterans in New Mexico with convenient,
local access to VA outpatient services throughout the State. Later this fiscal year,
the New Mexico VA Health Care System (NMVAHCS) plans to open an additional
CBOC in Durango, Colorado that will expand service to approximately 1,800 vet-
erans residing in Northwestern New Mexico and Southwestern Colorado.

During the past 5 years, the number of veterans treated in New Mexico CBOCs
has risen by over 40 percent, from 11,700 unique patients in fiscal year 1997 to over
16,500 in fiscal year 2001. The largest annual increase (12.1 percent) occurred be-
tween fiscal year 2000 and fiscal year 2001 with the opening of the Alamogordo and
Truth or Consequences CBOCs.

Although there are no plans to open additional CBOCs in fiscal year 2003, the
NMVAHCS has made specific plans to increase the number of veterans served in
the Silver City CBOC (expanding services to accommodate 2,000 patients up from
1,600), in Raton (expanding services to accommodate 1,800 patients up from 1,000),
and in Gallup (expanding services to accommodate 1,800 patients up from 1,000).

Furthermore, plans are underway to expand the scope of mental health services
provided in New Mexico CBOCs. Additional resources will initially be targeted ini-
tially for CBOCs that have an enrollment of at least 1,000 veterans and a veteran
mental health penetration level of less than 10 percent. Mental health services will
be expanded at Espanola, Gallup, Hobbs, Raton and Silver City. Counseling and
psychiatric services will be increased to an appropriate level and the use of tele-
medicine and fee basis will also be increased where feasible. These actions will en-
able the network to increase the number of days per week that counseling, psycho-
social services, and psychiatric medication services will be available to New Mexico
veterans.

Question. 1 regularly meet with veterans groups from New Mexico who tell me
that they are facing a critical direct care shortage. They simply cannot find enough
nurses or certified nursing assistants to meet health care demands. What is your
assessment of the root cause of this problem?

Answer. The national nursing shortage stems from a variety of factors. In its re-
port of August 2001, VA’s Future Nursing Workforce Workgroup cited the following
factors that contribute to the shortage:

—A decline in enrollment in schools of nursing.

—Aging of the nursing workforce (average age nationally, 45.2 years, VA 46

years.).

—Average age of a new graduate in nursing has climbed to 30.5 in 1995—2000

versus 24.3 in 1995 or earlier.

—Poor image of nursing as a career choice and more career choices for women.

—Pay inequities.

—Perceived negative work environments.

—Inadequate numbers of qualified faculty to educate the numbers of nurses need-

ed.

—Projected increase in aging veterans who will require more complex care by in-

creasingly greater-skilled nurses.

While the New Mexico VA Health Care System did experience nursing shortages
in 2000 and 2001, they currently have a nurse vacancy rate of 4.4 percent, with only
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11 positions unfilled (3 of which have been selected and are pending a start date).
The health care system has been successful in recruiting and retaining enough
nurses to adequately staff their operating beds and clinic operations in all areas ex-
cept for the Spinal Cord Injury (SCI) Center.
Question. Does the VA have a plan to address this shortage of nurses?
Answer. Yes. To help recruit and retain nurses in general, the NMVAHCS has
taken several actions:
—On-site critical care courses are provided.
—Reimbursement of past nursing education expenses is provided to qualifying
nurses.
—Tuition reimbursement is provided to staff seeking to obtain nursing degrees.
—Participation in the Veterans Affairs Learning Opportunities Residency Pro-
gram (VALOR).
—Monthly advertisements in local newspapers for new nurses.
—Attendance at Health Career Fairs
—Attendance at Career Fairs for new graduates.
—Advertisement on the VA Intranet for nurse transfers to the NMVAHCS.
To help recruit nurses for the Spinal Cord Injury Center, the following additional
actions have been taken:
—Recruitment Bonuses are offered.
—Through close collaboration with the University of New Mexico, a SCI nursing
course has been developed and was offered at the University in November 2001.
A second offering of the SCI nursing course will occur in April 2002.

QUESTIONS SUBMITTED BY SENATOR LARRY E. CRAIG

Question. Currently, your budget contemplates moving the VETS program from
the Dept of Labor to VA. In my State there is some unrest about the potential rami-
fications to Veterans that may be harmed by such a move. The details I understand
are still in process of being worked out; once the details are finalized I would appre-
ciate your office coming over to brief my staff and I on the details of how this will
impact the Veterans of Idaho.

Answer. I will be happy to arrange for you and your staff to be fully briefed on
the details of this initiative as soon as the Administration submits its bill to Con-
gress.

I want to share with you, however, two essential elements of the Administration’s
proposal that will be beneficial to all veterans. The new grant program will be com-
petitive and performance-based. These are two essential components directly affect-
ing grantee performance.

First, VA intends to set clear, obtainable and easily measured outcome perform-
ance standards. Measures such as the number of veterans who obtain a job and du-
ration of employment are examples of such outcome measures.

Second, there must be something at risk for the grantees in order for VA’s grant
oversight to be effective. Simply stated—rewards for exceptionally high performance
and a costs for failing to deliver agreed upon outcomes. Quite frankly, a new grant
program that is not competitive in nature can only fare marginally better than the
existing programs. This is not to suggest that the competition must be at the na-
tional level, competition within States can be just as effective.

Question. Three years ago we lost one of our two doctors from our Pocatello facil-
ity. Initially VA informed me that they would be able to address the doctor deficit
via nurse practioners. Over time it has become apparent that this is not sufficient.
Over a year ago VA initiated a doctor search for the Pocatello facility. VA indicates
to my staff that they can’t find a willing doctor in the area, though there is a resi-
dency program in the vicinity with an ample supply of willing and able medical pro-
fessionals. Currently, because of the doctor deficit there at Pocatello, we have some
Veterans who commute from Salmon to Pocatello that now have to go to Salt Lake
City which is a 5 hour drive in order to obtain treatment. When do you anticipate
resolving the doctor deficit in Idaho?

Answer. We have recently resolved this issue with the selection of Dr.
Walaliyadda for the physician position. The selection of Dr. Walaliyadda is currently
in the approval phase. Dr. Walaliyadda is expected to start in this position by July
1, 2002, or sooner if possible.

Question. Your 2003 Budget proposes imposing a $1500 medical deductible for Pri-
ority 7 veterans. What other alternatives have you reviewed and dismissed before
deciding on this approach?

Answer. We also considered such alternatives as imposing an enrollment fee, a
first-user fee, other deductible options, and limiting enrollment.
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Question. Could you provide me some details and background on the $1.5 billion
in collections that you anticipate? How does this compare with what has been col-
lected over the past 5 years? What do you anticipate collecting over the next 5 years,
will it be collected at a comparable rate or will it increase or decrease?

Answer. The projected fiscal year 2003 revenue collection is $1.488 billion, which
represents a 42 percent increase over the projected fiscal year 2002 revenue collec-
tion of $1.050 billion. The primary reasons for the increase in fiscal year 2003 to
$1.488 billion are $260 million projected as collections for the $1,500 deductible; a
$364 million full-year estimate for the $5 increase in medication co-payment (from
$2 to $7); and $40 million representing a full-year estimate for the long-term care
co-payment.

REVENUE COLLECTIONS BY FISCAL YEAR

[Dollars in Millions]

Fiscal year Amount Percent Inc.
Actuals:
1997 LYV —
1998 560 1.1
1999 574 2.5
2000 573 -0.2
2001 771 34.6
Projected:
2002 1,050 36.2
2003 1,488 41.7
2004 1,627 9.3
2005 1,739 6.9
2006 1,881 8.2
2007 1,981 53
2008 2,039 29

Question. In the recently submitted President’s Budget, one of your goals is to re-
duce the process time of processing claims from 165 days down to 100 days. Why
did you choose 100 days vs. say, 90 or even 30 days? What is the comparable
amount of time it takes for industry to process a claim?

Answer. The goal of 100 days on average to process rating-related claims was cho-
sen for several reasons. VA is required by Federal regulation and the Veterans
Claims Assistance Act (VCAA) to afford veterans every opportunity to notify us of
any evidence they feel is relevant to their claims. VA is obligated to exhaust all ef-
forts to obtain that evidence, whether the evidence comes from within VA, another
Federal agency, or a private source.

When attempting to obtain evidence from private sources, VA must allow 60 days
for a response before performing any action on the claim. Private sources are under
no obligation to submit evidence to VA in a timely manner. Additionally, a physical
examination is required in most cases to ascertain the extent of a disability and de-
termine the veteran’s overall disability compensation rating. While it is in the best
interest of the veteran and VA to process the claim as quickly as possible, the re-
ality is that most claims require some type of evidentiary development that adds
to the time it takes to process the claim.

VA is required to establish that the claimed disability was incurred in, aggravated
by, or otherwise determined to be a result of military service. In addition, VA must
determine the percentage at which a veteran’s disability detracts from his or her
overall ability to function. Finally, VA must determine the amount of compensation
based on a combined disability rating evaluation, as well as processing any ancillary
benefits to which the veteran may be entitled.

Given these realities, the goal of 100 days is thought to be a challenging yet at-
tainable goal.

It is difficult to compare the VA’s claims processing function to private industry.
The closest comparison would probably be disability determinations that take place
in the insurance industry. However, most disability determinations by the insurance
industry are made without the requirement to establish a link between the claim-
ant’s disability and the working environment. Evidentiary requirements are also
much more exhaustive for VA.

Question. When do you anticipate eliminating the backlog?
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Answer. VA’s goal is to reduce the inventory to approximately 250,000 rating-re-
lated claims by the end of fiscal year 2003. Our interim goal for the end of this fiscal
year is to reduce the rating inventory to approximately 315,000 pending claims.

Our efforts to achieve these goals are showing positive results. VBA significantly
increased its production of rating decisions in the latter months of fiscal year 2001
and into this year, which is the key to reducing the claims backlog. From October
2001 through February 2002, VBA decided over 294,000 cases for a 5 month average
of 58,800. This represents a 47 percent increase over fiscal year 2001 production lev-
els. We expect our production to continue to increase as many of our recently hired
employees gain additional experience and we begin to implement the recommenda-
tions of the Claims Processing Task Force.

Even with the increased production, our current pending inventory remains unac-
ceptably high. This is due to a significant increase in the volume of incoming claims,
attributed to the following factors:

—The review of more than 98,000 cases under the Veterans Claims Assistance

Act (VCAA).

—VA’s expanded outreach efforts to separating service members (Benefits Deliv-

ery at Discharge initiative).

—Receipt of 66,000 Type 2 diabetes claims based on exposure to Agent Orange.

—The requirement to review 13,000 previously-adjudicated diabetes claims under

the Nehmer stipulation. (In the case of Nehmer v. VA, plaintiffs’ attorneys and
VA agreed, in a 1991 Stipulation and Order, on a process for applying an earlier
than usual effective date for certain claims for benefits based on Agent Orange
exposure. As a result of court decisions in the Nehmer case, VA is required to
re-adjudicate over 13,000 diabetes claims.)

All of the 98,000 VCAA claims have now been added to the inventory. Following
the initial surge of Type 2 diabetes claims, the incoming volume of diabetes claims
is expected to taper off. We have also completed a significant portion of the Nehmer
reviews. We therefore believe our increased production levels and the Task Force
initiatives will now enable us to make major inroads into the pending inventory.

Question. Under the Veterans Benefits Administration, specifically the Housing
program, you are currently in the process of completing an A-76 study for poten-
tially contracting out the property management function. How significant is this ac-
tivity as far as dollars and people, and what is the breakdown by State?

Answer. At the inception of this A-76 cost comparison the Property Management
Operation involved 276 FTE at 46 regional offices around the country. There are
currently 185 FTE at those offices. A breakdown of the 276 FTE and the current
185 FTE is provided below along with pre A-76 local program expenditures for man-
agement brokers, repair cost, and sales brokers. Unfortunately, final program modi-
fications and savings cannot be determined until the A-76 award decision is ren-
dered.

VA PROPERTY MANAGEMENT ACTIVITIES

Avg. Ex-
State VA Regional Office 1999 FIE | Jan-02 "Pee"rd;}r‘:]';f
erty

Alabama Montgomery 4 5 $4.113
Alaska Anchorage 1 0.5 11,020
Arizona Phoenix 10 8 8,258
Arkansas Little Rock ... 4 1 5,831
California Los Angeles 24 8 8,222
California Oakland 13 7 12,364
California San Diego ..o 14 3.5 11,477
Colorado Denver 3 4 8,967
Florida St. Petersburg 13 12 9,822
Georgia Atlanta 16 14 10,960
Hawaii Honolulu 1 0 6,308
Idaho Boise 1 2 11,151
lllinois Chicago 11 4 7,854
Indiana Indianapolis ... 2 2 9,402
lowa Des Moines .. 2 2 5,703
Kansas Wichita ... 3 2 12,146
Kentucky Louisville 2 1 6,271
Louisiana New Orleans 6 4 6,788
Maryland Baltimore 4 3 17,474
Michigan Detroit 11 15 8,967
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VA PROPERTY MANAGEMENT ACTIVITIES—Continued

Avg. Ex-
State VA Regional Office 1999 FIE | Jan—02 P,,ee'}d,'}r‘;';_s
erty

Minnesota St. Paul 6 5 8,807
Mississippi Jackson 3 2 6,560
Missouri St. Louis ... 7 3 7,334
Nebraska Lincoln 1 1 10,205
New Hampshire Manchester .........oovveveeveevecerennnn. 4 45 16,663
New Jersey Newark 3 5 10,816
New Mexico Albuquerque ... 1 3 10,337
New York Buffalo 1 1 5913
New York New York 3 5 5,477
North Carolina Winston-Salem 11 438 10,495
Ohio Cleveland .. 4 5 6,269
Oklahoma Muskogee .. 5 1 4,034
Oregon Portland 1 2 8,000
Pennsylvania Philadelphia ... 3 4 7,697
Pennsylvania Pittsburgh . 2 2 8,109
Puerto Rico San Juan 1 0 5,667
South Carolina Columbia 7 1 6,263
Tennessee Nashville ... 5 1.25 5,522
Texas Houston 17 13.1 12,852
Texas Waco 13 4 12,133
Utah Salt Lake City ... 0 1 11,910
Virginia Roanoke 14 14 7,922
Washington Seattle 7 5 13,579
Wisconsin Milwaukee . 3 0 10,865
Washington DC .. 9 7 14,037
National Total 276 18473 | oo

Note: Some stations have jurisdiction over other States.

SUBCOMMITTEE RECESS

Senator MIKULSKI. The subcommittee stands in recess until next
week when we will take the testimony of Housing and Urban De-

velopment.

Secretary PRINCIPI. Thank you.
Senator MIKULSKI. Thank you.
[Whereupon, at 11:22 a.m., Wednesday, March 6, and the sub-
committee was recessed, to reconvene subject to the call of the

Chair.]
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WEDNESDAY, MARCH 13, 2002

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 9:35 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Barbara A. Mikulski (chairman) pre-
siding.

Present: Senators Mikulski, Bond, and Craig.

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

STATEMENT OF HON. MEL MARTINEZ, SECRETARY OF HOUSING AND
URBAN DEVELOPMENT

OPENING STATEMENT OF SENATOR BARBARA A. MIKULSKI

Senator MIKULSKI. Good morning, everybody, to HUD; The sub-
committee will come together.

This morning we are taking the testimony from our Secretary,
Mel Martinez. We look forward to hearing the Secretary present
the administration’s appropriations request and the priorities of
the administration for the Department of Housing and Urban De-
velopment.

I apologize for the Committee starting late. It took me an hour
and 45 minutes to get here from Baltimore today. So we are going
to move on quickly.

Mr. Secretary, let me start by once again thanking you for the
collegiality in which you have worked with the Subcommittee. I be-
lieve both Senator Bond and I feel that we have excellent response
from you and your staff and that our conversations have been can-
did and focused on empowering people in neighborhoods. So we
thank you for that and look forward to that.

Secretary MARTINEZ. Thank you.

Senator MIKULSKI. Mr. Secretary, I have three goals this morn-
ing. I want to make sure that HUD continues to stay focused on
its core program, housing programs. And it also that it has enough
resources for them. I want to hear your views on how we can also
help communities that are under stress.

In terms of those communities that are under stress, it is those
that have also been stressed both by age, demographic change, and
the changing HUD programs. The stressed communities I am talk-

(109)
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ing about are particularly in cities where parts of cities are what
we call the “middle ring” of a city, that are often are like little sub-
urbs within a city. They were not the inner core. They were not the
neighborhoods under siege. But right now they are feeling older.
Predatory practices are beginning to come, blight begins to come.
But most of all, using FHA programs, we are concerned that people
buying homes, cannot keep them up and keep them going.

The other part is in the suburbs where public housing was not
built. And there was the great thinking of using Section 8 so that
people would have choice and mobility. But they went into apart-
ment buildings that then became public housing by proxy. You and
I visited some of those in Prince George’s County just a couple of
weeks ago. By “public housing by proxy,” I mean a privately held
complex that rented to the poor. That was a good idea. Then they
abandoned their complex while renting to the poor. They either ab-
dicated their mortgage requirements and certainly abdicated the
service and maintenance requirements.

And therefore, FHA subsidized, Section 8 subsidized by tenants,
all have become public housing by proxy with none of the social
services, none of the empowerment and, most of all, these apart-
ments have become incubators for the distressed communities
around them.

HOPE VI is expiring, and we are very interested in your
thoughts on HOPE VI and those issues, as well as issues related
to management and oversight. Without good HUD oversight, we
see HUD at its worst. Instead of helping poor and hard-working
families to get to a better life, HUD ends up lining the pockets of
scums so that they can have a better life.

So, we want to really look at these neighborhoods. We are here
to make sure that the poor have a way to a better life, not the
scums having a better life. So, I think we are all in agreement on
the priorities; and we look forward to working towards them.

Some of the issues we are talking about are the $1 million for
home-owner counseling. We are committed to the American dream.
But often, people who are not prepared for home-ownership nor
have the resources to sustain home-ownership end up not being
able to fulfill their responsibilities. And it does not work. We really
need pre-purchase counseling. I want to hear more about that.

I am also concerned about what has happened in some commu-
nity development corporations. The vast majority of CDC’s are
great engines of redevelopment in our communities. But some
CDC’s have now been created as almost faux corporations. Again,
skimming off the bucks and then leaving very little to show results.

A recent article in The Washington Post about some occurrences
in the District of Columbia shows an example of this. And this is
not finger-pointing at the District of Columbia or CDC’s; I am a big
believer in them. There was a guy who was the chief executive of
the Anacostia Economic Development Corporation. He took $25,000
from the group and invested in raw gold in Mali, nothing to do
with investing in the District of Columbia.

And another has taken nearly $40 million in public and private
funds and has yet completed 12 of its 37 projects in 10 years. So,
we need to look at how we can work with those CDC’s and yet pre-
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vent waste, fraud, and abuse, so that the good ones can really be
what we call those public/private partnerships.

PREPARED STATEMENT

There is much more to be said in detail, as we go through the
hearings, the capital management programs, the details, the budg-
et, but those are my large area policy goals. And I am going to now
conclude my remarks and ask unanimous consent that my full
statement be in the record.

[The statement follows:]

PREPARED STATEMENT OF SENATOR BARBARA A. MIKULSKI

I would like to welcome Secretary Martinez to his second budget hearing before
this Subcommittee.

I have three goals for the hearing today. The first is to make sure that HUD is
committed to its core housing programs and has enough resources for them. Second,
we want to hear the Secretary’s views on how we can help communities that are
under stress. I'd like to hear from the Secretary about how the HOPE VI program
can best serve these communities, how we can help people who are “aging in place”
stay in their neighborhoods, and, how we can prevent concentrations of poverty from
destabilizing communities. Lastly, I'd like to address problems that I see in the
oversight of HUD programs. We want HUD to be a good steward of the tax payer
dollar and a good neighbor in our communities. This subcommittee wants to help
HUD achieve these goals.

The Administration’s budget fully funds Section 8 renewals and requests modest
increases to HOME and CDBG block grant programs. Unfortunately, the Adminis-
tration proposes to cut the Public Housing Capital Fund by $400 million, even
though public housing units have a $22 billion backlog in capital repairs.

HUD programs are seeing an increase in demand, but they don’t get increased
resources in this budget. This is true for Elderly and Disabled Housing programs
and for permanent housing for the homeless.

And, there are still serious problems in the Section 8 program. Working families
moving from welfare to work depend on this program, but some vouchers aren’t
being used, despite this high demand. Vouchers can’t solve all of our problems. Sen-
ator Bond and I believe that we need to do more housing production; we’'d like to
hear your views on housing production.

HOPE VI expires this year. In June HUD will submit a report to Congress on
lessons learned in the HOPE VI program. In the meantime, we want to hear your
thoughts on what the program has achieved. What works? And what doesn’t? I
know in Baltimore they’re gearing up to start a new HOPE VI development, so
they’d welcome guidance from the Department. It’s also time to take inventory. We
want to know if we’ve met the need out there for severely distressed housing. If we
have, is it time to sunset HOPE VI?

We have neighborhoods that are under stress. Oftentimes this is because govern-
ment walked away, or the landlords walked away. We have a real problem of preda-
tory lending in communities across the Nation. The poor are being gouged, the tax-
payers are paying for it, and scam artists are profiting. And predatory lending has
resulted in neighborhoods that were once stable turning into neighborhoods under
stress.

Secretary Martinez and I have formed the Prince George’s County to combat the
problems that we saw when we visited the inner beltway communities of the Coun-
ty. There, we saw the effects of absenteeism. We need to work together to build
neighborhoods where people live, work, shop, worship and raise their families.

Also of great concern to me are the needs of our aging population. Our senior citi-
zens, particularly our frail elderly, have special needs. The housing stock for our el-
derly is out of date with today’s needs; the elderly need services and affordable
housing in communities, not just buildings.

In order to have a strong HUD, we need to have a well-managed HUD. HUD
must have good information technology systems, thorough oversight of programs,
and tough enforcement. Without good oversight we see HUD at its worst: instead
of helping poor and hardworking Americans to get a better life, HUD is lines the
pockets of scum so that they can have a better life. HUD needs to turn this equation
around.
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The GAO has found serious deficiencies in the IT systems at HUD’s four Home-
ownership Centers. These deficiencies affect HUD’s ability to target high risk lend-
ers and to investigate cases of fraud. These deficiencies hurt the work we’re doing
on predatory lending with HUD.

Around the country communities are being hurt by these schemes. Unscrupulous
investors buy up foreclosed properties. They flip the properties to unsuspecting
homebuyers. They inflate the costs of the houses, they hide fees and balloon pay-
ments. They gouge the poor, they rip off tax payers, and they destroy communities.
I'm pleased that the budget includes $35 million for homeowner counseling.

Clearly, better oversight of programs could have prevented the scandals being un-
covered here in D.C. with Community Development Corporations. We know that the
vast majority of CDCs are great engines of redevelopment in poor communities. But,
these CDCs managed to scam the government, and hurt neighborhoods.

We know that some of this money came from HUD programs. One of the groups
profiled was the Asset Control Area receiver for the City. This is what the editorial
board of the Washington Post has to say on February 28:

“The articles . . . show how CDCs, charged with bringing stability and develop-
ment to scarred communities, have instead left a trail of sick business districts,
boarded-up apartment buildings and weed-filled lots across the city . . . Albert R.
“Butch” Hopkins Jr., chief executive of the Anacostia Economic Development Corp.
in Southeast Washington, invested $25,000 from one of the group’s for-profit sub-
sidiaries to buy . . . raw gold in Mali . . . Robert Moore’s Development Corp. of
Columbia Heights in Northwest Washington has taken in nearly $40 million in pub-
lic and private funds, holds a large portfolio of properties—some of which it received
free from the city and yet has completed only 12 of its 37 major construction projects
in the past decade.”

We know that Secretary Martinez shares these concerns with us. We look forward
to working with Secretary Martinez to help HUD fulfill its mission and be a real
partner to communities.

We'll look forward to your testimony.

Senator MIKULSKI. And I will turn to my colleague, Senator
Bond.

STATEMENT OF SENATOR CHRISTOPHER S. BOND

Senator BOND. Thank you very much, Madam Chair. And I join
with you in welcoming Secretary Martinez to testify on the budget
request for 2003. Last year was the Secretary’s first opportunity to
testify before this subcommittee. And I found the Secretary’s testi-
mony frank and refreshing. But I look forward to the second year
of testimony now that he has a full year of what I would call the
“HUD experience” under his belt.

About a quarter of a century ago, I lost a reelection race I was
supposed to win. And one of the most consoling things that a friend
of mine said was “experience is what you get when you expected
to get something else.”

Senator BOND. And I have a feeling that Secretary Martinez has
been having a lot of experience. I had a little experience yesterday,
I just started to mention. There was a bill that, in flush times with
big budgets, might have been very nice. There was the Murkowski-
Daschle bill to create $100 million grant program for a rural access
to electric infrastructure, $100 million for a rural recovery commu-
nity block grant program, $20 million in a grant program from
community electrification grants, all coming out of HUD.

I put a hold on it, and it was passed yesterday afternoon by
unanimous consent; and this is—it is just $220 million that we do
not have in the budget. So, Mr. Secretary, we need to work with
you on perhaps visiting that effort.

But let us get on to the things that are before us. We have to
do some tough battles in this subcommittee, balancing the afford-
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able housing and economic development needs against priorities for
veterans, environmental protection, continuing investment in
science, technology, the expanding, greatly expanding, require-
ments of FEMA, particularly related to homeland defense.

But there are special challenges in HUD. As we have said, HUD
has been troubled and dysfunctional for a long time. Its primary
program missions have some real questions about them, as the
Chair has already mentioned. I know you have taken some steps
to reform staffing requirements. You are following through on con-
tracts for the development of new computer and IT systems. These
are really not sexy, front-page stories. But I think it is only
through basic reforms like this that you will be able to get a handle
on the billions of dollars going through the department.

I have a number of concerns with the budget. I understand the
department has requested almost $2 billion to cover all renewing,
expiring Section 8 contracts. But Section 8 is probably one of the
most troubling programs. Every year the administration, be it
Democrat or Republican, glosses over the way many Section 8 pro-
grams are administered, while the costs to the taxpayers continue
to escalate.

The programs lose over $1 billion annually due to fraud, neglect,
and abuse. I think it is time to fix it so we ensure Section 8 assist-
ance really goes to the low income families to find and obtain af-
fordable housing. I am tired of the myth that Section 8 vouchers
mean freedom to rent where you want to live. In too many parts
of the country, that is a hollow promise. There are not available
rental properties. And to give out vouchers in St. Louis County, for
example, is a wasted effort.

Yet instead of addressing the shortage of affordable housing, we
continue to get OMB recommendations to convert project-based
Section 8 assistance to tenant-based Section 8 assistance, leaving
low-income families without affordable housing in many areas with
a shrinking stock of housing. I am especially concerned about the
lack of affordable housing for the elderly and for persons with dis-
abilities. But we need some support from OMB.

And in addition, OMB is pushing to cut, again, the funding for
public housing capital by over $400 million despite a backlog of
some $22 billion in needed repairs. The OMB suggests capital re-
sources can be made up through the borrowing of private capital,
which would then be supported by Section 8 project-based assist-
ance. What HUD does not advertise is that the proposal is designed
to convert this project-based assistance into vouchers and privatize
the public housing units. That means that the highest quality pub-
lic housing units will be lost to low-income use, without any guar-
antee that needed affordable housing units will be preserved for
low-income families in tight rental markets.

In addition, the cost of this public housing proposal would be car-
ried by the Housing Certificate Fund, which already has costs of
some 3‘;/20 billion per year. I think it is a shell game especially shift-
ing the costs from public housing capital to the Housing Certificate
Fund. And I really—I have a long way to go before I can be sold
on that turkey.

There are a number of other issues that I think we need for HUD
to address. I would like to thank OMB for proposing, once again,
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to eliminate the Rural Housing and Economic Development Pro-
gram that I fought so hard to get established a few years ago. It
may be because I have said bad things about OMB in the past. And
I intend to continue.

We also need the Administration’s help in re-authorizing the
HOPE VI program. It is slated for termination at the end of the
year. I think we need a comprehensive review and reformulation
of the program. But it is working. We want to make sure that we
improve it and make it continue.

Finally, real concerns about renewing expiring contracts under
Shelter-Plus Care, Section 811 housing. I do not think the budgets
for either are adequate. Shelter-Plus Care includes no funding for
the cost of expiring contracts and that is not right.

Well, having said that, Mr. Secretary, we have a lot of work to
do. And I look forward to your testimony.

And I thank the Chair.

Senator MIKULSKI. Senator Craig, would you like to say some-
thing now?

STATEMENT OF SENATOR LARRY E. CRAIG

Senator CRAIG. Thank you.

Mr. Secretary, it is obvious that we all share passion as it relates
to your agency. And I think you do, too. And we appreciate you
being here this morning.

Madam Chairman, I am sorry about your struggle to get here
this morning. What has happened is that Marylanders have seen
rain for the first time in, I guess, months. And it was such a sur-
prising occurrence, they all stopped to look at it.

Senator MIKULSKI. That is exactly right, instead of looking at the
road.

Senator CRAIG. Exactly. Now, you know what we who live in
desert States experience when the rain comes; we all rejoice. And
I think that is what folks in this area were doing this morning.

Mr. Secretary, I share some of the same passions with some dif-
ferent focuses than do my colleagues, in part because I do not have
some of the inner-city concerns that are expressed by the Chairman
or by the ranking member. They have those, and I support their
concerns. But let me thank you for the work you have done with
the U.S. Department of Justice to restore HUD to what I think are
some original goals and missions.

I was more than a bit incensed by the former practice of re-
programming housing dollars for gun buy-back programs, funds
that were originally dedicated for house construction and mortgage
assistance programs. It was a detrimental and, I think, reckless
public policy, especially to the poor and the under-served. It was
a political statement made on the part of a former Secretary of
HUD and Administration. I believe it served little value.

I think it is also important that HUD no longer serves as a liti-
gious tool against the manufacturers of firearms. Your dissolution
of HUD’s role as a police agency to attack the Second Amendment,
I think, was a responsible, Constitutionally tenable policy decision,
not to mention a victory for taxpayers who were wrongfully forced
to unjustifiably subsidize an inter-governmental political agenda
that I have mentioned.
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Next, I wholeheartedly acknowledge the necessity for access to
affordable housing for the disabled, the infirm, and the elderly.
HUD’s effort to crack down on egregious violators and those who
callously disregard the rules should be applauded, and I do it. And
I know you are concerned about it.

However, despite HUD’s programs to educate developers and
construction workers about the vague regulations and the ambig-
uous guidelines under the Federal Fair Housing Accessibility
Standards, there are still incidents in my State of Idaho where
scrupulous, honest home builders and developers are pursued in a
manner that resembles bounty hunting. Now I know you have
changed that. You have changed the incentive there. And that is
the way it ought to be.

We need to be in the business of educating. And we need to be
in the business of searching for and evaluating compliance direc-
tives and doing that in a way that is responsible, both for those
who would be subject to the directives and those for whom access
is a problem, because they are disabled or elderly or infirm. We do
not need to drive away responsible builders who want to provide
that kind of housing and want to comply, only to find out that
someone is going through their facilities, whispering under their
breath: If we search long enough, we will find and file a violation.

That has happened too many times. I know you are working to
correct it; I appreciate it. HUD needs—has a responsibility and a
mission that I think you have it headed toward. It has a lot of fine,
responsible employees who want to do the right thing. And it can
be done without a visible, high-profile political agenda.

With that, I thank you for being here. There are a variety of
questions that, if I stay long enough, we will visit about, or I will
submit them for the record.

Madam Chairman, let us proceed. Thank you.

Senator MIKULSKI. Thank you. Excellent points, Senator.

Yes, Mr. Martinez. Please go ahead.

STATEMENT OF HON. MEL MARTINEZ

Secretary MARTINEZ. Thank you, Madam Chair and Ranking
Member Bond and Senator Craig. It is a pleasure to be back with
you today. And I think, as Senator Bond said, we are all a year
older and a year wiser, to be sure, Senator. But it has been an ex-
citing opportunity to serve in a Department where I think we are
at a very close heartbeat of what is the American dream for so
many families.

And so, Senator, I enjoyed our opportunity to visit in your State,
to see some of the problems that you are dealing with. Amazingly
enough, those very problems you are speaking of are what were the
middle-class suburbs of the 1950’s and 1960’s that are now becom-
ing areas under stress. It is something that I am very familiar with
from my home community.

But on to our budget, the 2003 budget, for the Department of
Housing and Urban Development. It is a $31.5 billion budget,
which represents a funding level increase of 7 percent over the fis-
cal year 2002. At a time when dollars are especially precious and
the cost of homeland security is consuming many Federal re-
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sources, this shows the President’s commitment to improving hous-
ing and communities.

By helping Americans to become home owners, ensuring afford-
able housing opportunities for those who rent, and renewing com-
munities, and preserving a safety net for the most vulnerable, this
budget will enable HUD to make a tremendous difference in the
lives of millions of Americans.

The housing market in 2001 was extremely vigorous. And we
enter a new year with home ownership rates at a record high. Be-
cause we know that home ownership gives families a stake in their
communities and creates wealth, the HUD budget makes owning a
home a viable option for even more Americans. President Bush and
I are committed to expanding home ownership, especially among
minority families.

As a first step, our budget quadruples the American Dream
Downpayment Fund to $200 million. This Presidential initiative
will help an estimated 40,000 first-time home buyers with a high
down payment and closing costs that are often a significant obsta-
cle to home ownership.

A tax credit for developers for single family affordable housing
will promote home ownership opportunities among low-income
households by supporting the rehabilitation or new construction of
homes in low-income urban and rural neighborhoods.

Our budget proposes tripling funding for the Self-Help Home-
ownership Opportunity Program, the SHOP program, to $65 mil-
lion, as committed by the President last spring. That will make
possible the construction of an additional 3,800 homes for many
disadvantaged Americans. SHOP is an excellent example of Gov-
ernment maximizing its resources, working with the private sector
partners and community organizations like “Habitat for Human-
ity.”

Another exciting home ownership initiative targeted at low-in-
come families will allow them to put a year’s worth of their Section
8 rental vouchers toward a home down payment. And because we
consider it to be a invaluable tool for prospective home buyers and
renters, the HUD Budget process proposes also making housing
counseling a separate program. The increase in sub-prime lending
has made financial literacy more important than ever; armed with
the facts, a consumer is far less likely to be victimized by predatory
lending. We are funding the Housing Counseling Program at $35
million, a $15 million increase over the previous fiscal year.

While we consider home ownership to be an important goal, we
recognize that it is not an option for everyone. Therefore, our Budg-
et preserves HUD’s commitment to expanding the availability of af-
fordable housing for many of Americans who rent their homes. The
Section 8 Tenant-Based Program, today, assists 2,000,000 families.
Our Budget provides an additional 34,000 housing vouchers. The
Budget also dedicates $16.9 billion to protect current residents by
renewing all expiring Section 8 contracts.

To encourage the production of moderate-income rental housing
in under-served areas, the HUD Budget would reduce the mortgage
i